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A. 

Q. 
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I. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying in this proceeding on behalf of the applicant, Vail Water Company, 

Inc. (“VWC” or the “Company”). 

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE 

INSTANT CASE? 

Yes ,  my direct testimony was submitted in support of the initial application in this 

docket. There were two volumes, one addressing rate base, income statement and 

rate design, and the other addressing cost of capital. 

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

I will provide rebuttal testimony in response to the direct filings by Staff. More 

specifically, this first volume of my rebuttal testimony relates to rate base, income 

statement and rate design for VWC. In a second, separate volume of my rebuttal 

testimony, I will present an update to the Company’s requested cost of capital as 

well as provide responses to Staff on the cost of capital and rate of return applied to 

the fair value rate base, and the determination of operating income. 

SUMMARY OF VWC’S REBUTTAL POSITION 

WHAT IS THE REVENUE THE COMPANY IS PROPOSING IN THIS 

REBUTTAL TESTIMONY? 

The Company proposes a total revenue requirement of $2,256,14 1, which 

constitutes a decrease in revenues of $78,606, or -3.37% over adjusted test year 

revenues. 

1 
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Q. 
A. 

Q. 

A. 

HOW DO THESE COMPARE WITH THE COMPANY’S DIRECT 

FILING? 

In the direct filing, the Company requested a total revenue requirement of 

$2,378,860, which required an increase in revenues of $ 4 4 ~  14, or 1.89%. 

WHAT ACCOUNTS FOF THE DIFFERENCE? 

In its rebuttal filing, VWC has adopted a number of rate base and revenue/expense 

adjustments recommended by Staff, as well as proposed a number of adjustments 

of its own based on known and measurable changes to the test year. 

The net result of these adjustments is: (1) the Company’s proposed 

operating expenses have decreased by $83,011, from $2,022,639 in the direct filing 

to $1,939,628; and (2) a net increase of $2,378 in rate base from the direct filing of 

$3,312,773 to $3,315,151. 

In addition, the Company has reduced its recommended cost of equity from 

10.4% in its direct filing to 10.1% in its rebuttal filing. The Company is 

recommending a 10.1% rate of return on FVRB based on the Company weighted 

average cost of capital which reflects the Company’s capital structure of 0 percent 

debt and 100 percent equity. I discuss the Company proposed return on equity, 

cost of debt, and capital structure in my cost of‘ capital testimony. 

WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE 

INCREASES FOR THE COMPANY AND STAFF AT THIS STAGE OF 

THE PROCEEDING? 

The proposed revenue requirements and proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Company-Direct $2,378,860 $ 44,114 1.89% 

Staff $3,199,993 $ 345,155 12.09% 

Company -Rebuttal $2,256,141 $ (78,606) - 
2 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

RATE BASE 

A. Rate Base (B Schedules). 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS? 

Yes,  the rate bases proposed by the Company and Staff are as follows: 

OCRB FVRB 

Company-Direct $ 3,312,773 $ 3,312,773 

Staff $ 2,2 18,704 $ 2,218,704 

Company Rebuttal $ 3,315,151 $ 3,315,151 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ORIGINAL COST RATE BASE? 

Yes. The Company’s rebuttal rate base adjustments to OCRB are detailed on 

rebuttal schedules B-2, pages 3 through 6. Rebuttal Schedule 5 2 ,  page 1 and 2, 

summarize the Company’s proposed adjustments and the rebuttal OCRB. 

1. Plant-in-service (PIS). 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO PLANT-IN-SERVICE , AND IDENTIFY ANY 

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF? 

Rebuttal B-2 Adjustment 1, as summarized on Rebuttal Schedule B-2, page 2, 

consists of three adjustments labeled as “A”, “B”, and “C” on Rebuttal Schedule B- 

2, page 3. 

Adjustment A reflects a reclassification of retired PIS recorded in 2003. 

The reclassification of retired plant has a net PIS adjustment of zero as shown on 

3 
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A. 

Rebuttal Schedule B-2, page 3.1. This adjustment reflects the adoption of Staffs 

recommendation. 

Adjustment B reflects retirements the Company should have retired but did 

not. The retirements total $92,956 as shown on Rebuttal Schedule B-2, page 3.2. 

Staff also proposes retirements but proposes retirements totaling $28 1 ,388.2 The 

Company disagrees with the Staff proposed retirements because it includes 

retirements that were already recorded. The details of the Company’s retirement 

proposal are shown on B-2, page 3.2.1. 

Adjustment F reflects the reconciliation of the PIS to the reconstruction of 

PIS shown on Rebuttal Schedule B-2, pages 3.4 through 3.16. As shown, there are 

no differences between the reconstructed balance and the adjusted balances shown 

on Rebuttal Schedule B-2, page 3.3; which means I have accounted for all of the 

Company’s proposed PIS adjustments in the plant reconstruction. 

2. Accumulated Depreciation (AID). 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO ACCUMULATED DEPRECIATION, AND IDENTIFY 

ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF? 

Rebuttal B-2 Adjustment 2, as suminarized on Rebuttal Schedule B-2, page 2, 

consists o€ three adjustments labeled as “A”, “R”, and “C” on Rebuttal Schedule B- 

2, page 4. 

Adjustment A reflects the removal of A/D related to the reclassification of 

retired plant in rebuttal adjustment 1-A discussed above. The Company proposes a 

See Direct Testimony of Jeffrey M Michlik (“Michlik Direct”) at 7 
Id, 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

decrease in A/D of $4,514. Staff proposes a downward adjustment to A / D  of 

$1 0,136 related to the reclassification of retired plant.3 

WHY IS THERE A DIFFERENCE BETWEEN THE COMPANY’S AND 

STAFF’S ADJUSTMENT TO A/D? 

It is not clear to me how Staff computed its -4/D adjustment. Neither the Staff 

schedules nor Staffs work papers show the computation of the $10,136. The 

Company’s adjustment reflects the change in A/D using the depreciation rates in 

effect for the 2008 and the intervening years through the end of the test year. The 

computation of the change in A/D is shown on Rebuttal Schedule B-2, page 4.1. 

THANK YOU. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE 

COMPANY PROPOSED PIS ADJUSTMENTS? 

Adjustment B reflects the removal of $92,956 of A / D  for the retirement of PIS 

discussed in adjustment 1-B discussed previously. As noted in relation to 

adjustment 1-B, the Company also disagrees with the amount of Staffs adjustment 

to 

Adjustment C reflects the adjustment required to reconcile the direct 

adjusted A/D balance to the reconstructed A/D balance. The Company proposes an 

additional downward adjustment to A/D totaling $23,075. 

WHY IS THERE A DIFFERENCE BETWEEN THE ADJUSTED A/D 

BALANCE AND THE RECONSTRUCTED A/D BALANCE? 

The difference of $23,075 takes into account the proposed plant retirements from 

PIS adjustment I-B, the year taken out of service (or retired), and the impact on 

depreciation expense in the intervening years since the last test year through the 

3 ~ d .  
Id. Please note: Staffs testimony appears to have a typo. ‘The testimony shows an AID adjustment of 

$288,388 but Staff Schedule JMM-5 shows an A/D adjustment of $281,388. 
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Q. 
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Q. 

A. 

Q. 

A. 

end of the test year in the instant case.5 The Company’s proposed A/D adjustment 

corrects an overstatement in the AD balance due to the failure to record 

retirements in the past. 

HAS STAFF PROPOSED A SIMILAR ADJUSTMENT? 

NO. 

WHY NOT? 

I do not know. 

IS THE COMPANY’S APPROACH TO THE RECONSTUCTION OF A / D  

FOR RETIREMENTS WHICH WERE NOT RECORDED IN PRIOR 

YEARS CONSISTENT WITH OTHER RATE CASES? 

Yes. The most notable examples are the recent Bella Vista Water Company rate 

case6 and the recent Pima Utility Company rate case7 While these two cases are 

similar with respect to retirements that were not recorded, in my experience almost 

every rate case reflects adjustments to the recorded book PIS and A / D  based on a 

reconstruction PIS and ND. The causes vary from using incorrect depreciations 

rates, failure to record prior rate case adjustments, failure to record retirements, 

plant reclassifications, etc. 

3. Contributions-in-aid of Construction (CIAC). 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO 

CONTRIBUTIONS-IN-AID OF CONSTRUCTION? 

In Rebuttal B-2 Adjustment 3, as shown on Schedule B-2, page 2, the Company 

reduces accumulated amortization of CIAC by $2,076. This adjustment recognizes 

Staff Exhibit, MSJ, Table E-2 reflects the year of retirement, the amount for each year, and the plant 5 

account affected. 
Bella Vista Water Company, Docket No. W-02465A-09-0411, e[ af  
Pinla Utility Conzpuny, Docket No. W-02199A-11-0329, et a1 
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Q- 

A. 

Q. 

A. 

the changes to the annually computed composite amortization rates in the 

intervening years since the last test year resulting from the Company’s proposed 

plant retirements. 

DID STAFF PROPOSE A DECREASE TO ACCUMULATED 

A-MORTIZATION BALANCE? 

No. 

4. Deferred CAP Charges. 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO DEFERRED 

CAP CHARGES? 

In Rebuttal B-2 Adjustment 4, as shown on Schedule B-2, page 2, the Company 

reduces Deferred CAP Charges by $23,173. This adjustment is similar to Stai‘f s 

proposed adjustment to Deferred CAP charges.* I should note, the Staff 

recommended balance and adjustment contained an error. After informal 

discussions with Staff it was agreed the adjustment should be $23,173. 

5 .  Remaining Issues in Dispute. 

a. Deferred CAP Liability. 

PLEASE DISCUSS THE STAFF RECOMMENDATION FOR DEFERRED 

CAP LIABILITYTO BE USED AS AN OFFSET TO THE DEFERRED CAP 

SURCHARGE ASSET IN RATE BASE? 

Staff proposes a deferred CAP liability totaling $1 ,075,643.9 However, after a 

review of the Staff recommended balance an error was discovered. The corrected 

Michlik Direct. at 1 1. 8 

Id, at 11. Please note: Staffs testimony appears to have a typo. The testimony shows a Deferred CAF 
Liability adjustment $1,076,180 but Staff Schedule JMM-8 sho\vs a Deferred CAP Liability 01 
$1,075,643. 
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B. 
A. 

Q. 

A. 

Q. 
A. 

balance is $1,08 1,072. Staff has agreed with this revised balance through informal 

discussions. That said, Staff justifies its recommendation to create a deferred CAP 

liability by claiming that an offsetting liability to the deferred CAP charges asset 

would recognize that ratepayers have funded the CAP charges.” 

WHAT IS A DEFERRED LIABILITY? 

Based on the Staff reasoning that the Deferred CAP Charge account was funded by 

ratepayers, I assume it is like CIAC or advances-in-aid of construction (“AIAC”), 

which are deferred credits, where the fimds to construct plant did not come from 

investors but rather third-parties such as developers. In ratemaking, we recognize 

CIAC and AIAC as deductions in rate base offsetting the corresponding PIS 

investment to reflect this fact. 

WHY DOES THE COMPANY DISAGREE WITH THE STAFF 

RECOMMENDATION? 

Staffs recommendation to create a deferred liability account equal to the Deferred 

CAP Charges (asset) account and then use it as a deduction in rate bases to offset 

the Deferred CAP Charges balance does not square the facts and circumstances 

surrounding the authorized treatment of the CAP Hook-up Fee and the CAP 

Surcharge in the prior rate case. 

PLEASE EXPLAIN. 

In Decision 62450 (April 14, ZOOO), the Commission ordered that both the CAP 

Hook-up Fees and the CAP Surcharges collected by the Company were to be 

treated as revenues and not treated as deferred credits, like CIAC or AIAC, or as 

deferred liabilities. l 1  Decision 62450 clearly rejected Staffs recommendation to 

OId. 
See Decision 62450 at 10. 11 
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Q. 
A. 

Q. 
A. 

treat the CAP Hook-up Fee as a deferred credit.12 More importantly, these two 

revenue sources were part of the Company’s authorized revenue requirement in the 

last rate case.I3 In fact, including these two sources of revenues in the revenue 

requirement kept the base rates to ratepayers lower than they otherwise would have 

been. In other words, ratepayers were “subsidized” by these revenues. Staff admits 

they were treated as revenues in the last rate case but now seeks to re-characterize 

the revenues as deferred credits.14 

WHAT IS WRONG WITH THAT? 

Staff appears to want a second bite at the apple. In the last rate case, Staffs position 

was to treat the CAP Hook-Up Fee as a deferred credit.15 However, Staffs 

position in the prior rate case was rej ected.16 Re-characterizing previously 

authorized revenues into something like CIAC or AIAC or a deferred liability is a 

type of retroactive ratemaking which should not be countenanced by the 

Commission. 

WHAT IS RETROACTIVE RATEMAKING? 

Retroactive rate-making is defined as “the setting of rates which permit a utility to 

recover past losses or which require it to rehnd past excess profits collected under 

a rate that did not perfectly match expenses plus rate-of-return with the rates 

actually e~tablished.”’~ In other words, regulators are prohibited from making a 

retrospective inquiry to determine whether a prior rate was reasonable and 

121d 
Id. at 12. 
Michlik Direct at 10. 
Decision 62450 at 10. 

13 

14 

15 

161d. 
“State ex rel. [Jtil. Consumers‘ Council ojMo., Iiic. v. Pub. Sen.>. Coniin’i7, 5 8 5  S.W.2d 41; 59 (Mo. ban( 
1979). 
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Q. 

A. 

Q. 
A. 

imposing a retrospective “fix” such as a surcharge when rates were too low or a 

refimd when rates were too high. Retroactive ratemaking is prohibited.’* 

WHY WOULD THE INCLUSION OF A DEFERRED CAP LIABILITY AS 

AN OFFSET THE COMPANY’S DEFERRED CAP CHARGES ASSET 

CONSTITUTE RETROACTIVE RATEMAKING? 

As I already stated, Staff is re-characterizing past revenues and turning them into 

something like AIAC or CIAC. The result is to reduce past revenues and earnings 

which the Company was authorized to recover through the rates it was authorized 

to charge. Staff does not explain the entries necessary to establish its 

recommended deferred CAP liability account. But, when a $1,08 1,072 deferred 

liability account is established, the balancing entry must be a reduction to revenues. 

Ultimately, the revenue reduction reduces shareholder equity. The impact of the 

Staff approach is no different than imposing a refund similar to the retroactive 

“fix” discussed above. 

DID RATEPAYERS FUND THE DEFERRED CAP CHARGES? 

Only in the sense that ratepayers paid rates which funded the Company’s revenue 

requirement; no more and no less. Revenues from these two sources did not take on 

the characteristic of AIAC and/or CIAC simply because ratepayers paid these 

charges. They were in fact part of the Company’s earnings which flowed to 

shareholder equity net of expenses. These revenues, net of expenses, are no less 

shareholder “funds” than any other earnings flowing out of the revenue 

requirement. 

’gMountain States Telephone and Telegraph Co. v. Ariz. Corp. Cornm’n, 124 Ariz. 433, 436, 604 P.2d 
i144, 1147 (App. i979), citing Arizona Grocery Co. v. Atchison, T. 2kS.F. Railroad Co., 284 U S .  370 
(1 932). 

10 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

WHAT ARE THE PROPORTIONS OF REVENUES GENERATED FROM 

CAP HOOK-UP FEES AND CAP SURCHARGES AND WHO PAJD THE 

THEM? 

Through the end of the test year, developers paid CAP hook-up fees comprising 

about 7.5 percent of the revenues from these two sources and ratepayers paid the 

remaining 2.5 percent through the CAP Surcharge.” Clearly, the majority of 

revenues were collected from developers, not ratepayers as suggested by Staff.20 

WERE THE REVENUES FROM THE CAP HOOK-UP FEE AND THE CAP 

SURCHARGE RESTRICTED IN THEIR USE? 

Yes. The revenues from these two sources were to be used solely for CAP-related 

expenses and capital items.21 However, the restrictions placed on these revenues 

did not change the fundamental nature of these funds; they were revenues. 

WERE INCOME TAXES PAID ON THE CAP REVENUES? 

Yes. The shareholder ultimately paid the taxes. 

WERE ANY AMOUNTS DEDUCTED FROM THE CAP ACCOUNT TO 

REIMBURSE SHAREHOLDERS FOR THE TAXES? 

No. The shareholder will be le€t holding the bag so to speak and incur severe 

financial harm if these revenues are re-characterized as Staff proposes. 

DOES THE COMPANY’S DEFERRED CAP SURCHARGE ASSET 

RESPRESENT EXCESS FUNDS FROM THE COLLECTION OF CAP 

HOOK-UP FEES AND CAP SURCHARGES? 

No. The Deferred CAP Surcharge balance represents the un-amortized portion of 

the cost of acquiring an additional CAP allocation of 1,071 a.f. in 2007 for 

Michlik Direct at 30. 
Id. at 1 I .  
Decision 62450 at 11 

19 

20 

21 
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Q* 

A. 

Q. 

A. 

Q. 

approximately $750,000 and unused long-term storage credits (“LTSC”). Both of 

these Deferred CAP Surcharge components comprise the Company’s investment 

and not the ratepayer’s investment. This asset ultimately benefits ratepayers. And, 

both components arose out the authorized use of the revenues as stated in Decision 

62450.22 

HAS STAFF TAKEN ISSUE WITH THE USE OF THE CAP HOOK-UP 

FEES AND/OR THE CAP SURCHARGES IT HAS COLLECTED? 

Not that I am aware. The revenues were used solely for CAP-related expenses and 

capital items as was ordered in Decision 62450.23 

HOW IS THE DEFERRED CAP SURCHARGE INVESTMENT A BENEFIT 

TO RATEPAYERS? 

There are several reasons. First, the Company’s investment in its CAP allocatior 

provides an assurance of a long-term water supply. Second, the Company may use 

its long-term storage credits to offset future CAGRD excess pumping watei 

charges when there are outages on the canal shielding the ratepayer from the exces: 

pumping water charges. Finally, revenues from the sale of LTSCs help tr 

subsidize rates to customers. The adjusted test year revenues recommended bj 

both parties include over $40,000 of revenues from the sale of LTSCs, which wil 

keep rates charged to ratepayers lower than they otherwise would be. 

IF THE COMMISSION WERE TO DENY RECOGNITION OF THE 

DEFERRED CAP SURCHARGE ASSET IN RATE BASE, SHOULD THE 

TEST YEAR REVENUES BE REDUCED BY THE REVENUES FROM THE 

SALE OF LTSCS? 

12 
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A. 

Q- 

A. 

Q. 

A. 

Yes. And, ratepayers should make up the difference through the rates they pay. As 

the Company would further explain in briefing, to allow ratepayers to benefit from 

the Company’s investment through a subsidization of their rates without 

recognition of the investment in rate base would constitute a taking of the 

Company’s property and would not be just and reasonable. 

THE ADJUSTED TEST YEAR REVENUES ALSO INCLUDES $110,000 OF 

CAP HOOK-UP FEE REVENUES. CORRECT? 

Yes. The adjusted test year revenues recommended by both parties include 

$110,000 of revenues from CAP Hook-Up Fees. I find it astonishing that Staff, 

who now wants to retroactively change the nature of the CAP Hook-Up Fee from 

revenues to something like AIAC or CIAC, has not recommended the exclusion of 

these revenues. After all, if the fees are ultimately going to be treated as CIAC 

and/or AIAC like, then the receipt of those fees would not be revenues. Staff can’t 

have it both ways. If the Commission were to adopt the Staff recommendation to 

include a deferred CAP liability in rate base, which it should not for the reasons 

stated above, then the $1 10,000 should be removed from test year revenues and 

ratepayers make up the di€ference through the rates they pay. 

DOES THE COMPANY HAVE UNEXPENDED CAP HOOK-UP FEE AND 

CAP SURCHARGE RECEIPTS‘? 

Yes. At the end of the test year the company had approximately $1.9 million of 

unexpended amounts.24 Currently, the balance is approximately $1.6 million; 

which is the amount available for design and construction of the CAP pipeline 

currently estimated to cost about $2 million. 

Michlik Direct at 30 24 
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Q- 

A. 

Q. 

A. 

Q* 

A. 

11. 

Q. 

A. 

IS IT THE COMPANY’S INTENTION TO USE THE REMAINING FUNDS 

FOR THE CONSTRUCTION OF INFRASTRUCTURE TO RECEIVE CAP 

WATER DIRECTLY? 

Yes. These remaining funds will help pay the cost of the planned CAP pipeline. 

,4nd, once the CAP pipeline is constructed and placed into service there will be no 

“excess’’ CAP funds. Further, consistent with the fact that the remaining 

unexpended funds will be used for the CAP pipeline are from revenues, the 

infrastructure costs should be recognized as the shareholder’s investment and not 

as CIAC or AIAC funded investment. 

WOULD THE COST OF THE CAP PIPELINE BE CONSIDERED AN 

AUTHORIZED EXPENDITURE OF THE CAP REVENUES AS 

CONTEMPATED BY DECISION 62450? 

Yes. 

b. Excess Capacity. 

PLEASE COMMENT ON THE COMPANY’S DISAGREEMENT WITH 

THE STAFF RECOMMENDED EXCESS CAPACITY ADJUSTMENTS. 

The Company disagree with the Staff recommended excess capacity adjustments. 

This issue is discussed in the Rebuttal Testimony of Kara D. Festa. P.E.. 

INCOME STATEMENT (C SCHEDULES) 

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO 

THE INCOME STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2. 

The following is a summary of adjustments shown on Schedule C- 1 : 

Adjustment 1 annualizes depreciation expense. Annualized depreciation 

expense is lower reflecting the Company’s proposed retirements. 
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A. 

Q. 
A. 

Q. 
A. 

Q. 

WHY IS THERE A DIFFERENCE BETWEEN THE COMPANY 

RECOMMENDED DEPRECIATION EXPENSE AND THE STAFF 

DEPRECIATION EXPENSE? 

There are two reasons. First, Staff includes depreciation of $( 14,940) for account 

348 - Other Tangible Plant. But, this account is fully depreciated. This is an error 

that should be corrected. Second, Staffs plant balances are lower for some 

accounts because of Staffs recommended excess capacity adjustment and 

retirement adjustment; which the Company has not adopted. 

THANK YOU. PLEASE CONTINUE. 

Adjustment 2 changes the property taxes to reflect the Company’s rebuttal 

proposed revenues. Staff and the Company are in agreement on the method of 

computing property taxes. This method utilizes the ADOR formula and inputs two 

years of adjusted revenues plus one year of proposed revenues. I computed the 

property taxes based on the Company’s proposed revenues, and then used the 

property tax rate and assessment ratio that was used in the direct filing. 

Adjustment number 7 reduces management fees by over $91,000 to reflect 

the Company’s revised cost of providing management services. 

PLEASE EXPLAIN? 

The Company’s cost estimate used in the preparation of the initial filing contained 

an error. The Company’s revised cost estimate corrects the error. Staff was 

notified of the error and provided a revised computation on December 20, 2012. 

in revised response to Staff data request JMM 2-5. 

HAS STAFF REFLECTED THE REVISED COST ESTIMATE ITS 

SCHEDULES? IF NOT, WHY NOT? 
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A. 

Q. 

A. 

Q. 
A. 

No. Staff does not provide an explanation. Instead, despite the fkrther reduction 

to the management fees, Staff only offers criticism of the Company’s cost 

allocation and the value of the management services provided by TEM Corp. 

WHAT IS THE COST PER CUSTOMER FOR THE MANAGEMENT 

FEES? 

The revised management fee is $126,683 annually which translates to $2.73 per 

customer per month. 

IS THIS A REASONABLE COST? 

In my view, it is very reasonable. I make my judgment based upon several factors. 

First, if the Company were to hire employees directly as full time employee to 

perform the same services as provided by the TEM plus the office costs such as 

office rent, insurance, and utilities, it would cost well over 3 times the amounl 

included in the adjusted test year operating expenses.25 Second, if the Companq 

were to hire the TEM employees directly as full time employees plus the office 

costs such as office rent, insurance, and utilities, it would also cost about 3 time: 

the amount included in the adjusted test year operating expenses.26 Third, third- 

party services similar to the services provided by TEM would cost at least 2.25 

times amount included in the adjusted test year operating expenses.27 

Based upon the American Water Works Association 2009 Compensation Survey, the averagt 
compensation for a financial executive, controller, and 2 entry level accountants would be $123,110 
$97,940, and $85,598. With benefits and payroll taxes, the total compensation would total nearlj 
$400,000 annually. Adding a reasonable amount for office costs such as office rent, insurance, utilities 
etc. of $30,000, the total cost would be at least $430,000 annually. The adjusted test year expense: 
include approximately $136,000 of management fees or less than a third the cost of this alternative. 
26 Based upon the current compensation of each TEM employee who provides services to the Cornpan; 
With benefits and payroll taxes, the total compensation would total over $3 50,000 annually. Adding : 
reasonable amount for office costs such as office rent, insurance, utilities, etc. of $30,000, the total cos 
would be at least $380,000 annually. The adjusted test year expenses include approximately $136,000 o 
management fees or a little more than a third the cost of this alternative. 

The Company recently obtained a proposal from LaVoie & Company, P.C for services similar to thf 
services TEM provides totaling over $170,000 annually. Of course, there would still be a need for a ful 
time executive/manager at the Company to oversee the third-party work and manage the Company. Thi 
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Q- 

A. 

Q. 

A. 

Q. 

A. 

MR. BOURASSA, WOULD A SMALL COMPANY LIKE VWC HIRE FULL 

TIME EMPLOYEES TO PERFORM THE SERVICES TEM PROVIDES? 

Let me premise my answer by saying that there is no question sinall companies 

need the kinds of services TEM provides. This Commission knows full well the 

operational and financial problems of small utilities and the disruptions in servicc a 

poorly managed small utility can cause. The question comes down to affordability. 

Small utilities typically cannot afford to hire full time qualified employees to 

perform the necessary management and accounting functions; which is exactly why 

many have significant operational, management, and/or financial problems. VWC 

has the benefit of leveraging the economies of scale TEM provides. 

DOES THE COMPANY’S PAYMENT OF MANAGEMENT FEES HELP 

TO LOWER THE COSTS OF THE OTHER ENTITIES TO WHICH TEM 

PROVIDES SERVICES? 

Yes it does, in the same sense that VWC’s costs are lower because it shares costs. 

Rather than hiring h l l  time employees, VWC benefits by “sharing” employee lime 

with other companies. Having a contractual relationship with TEM is not the 

undesirable circumstance Staff appears to make it out to be.28 

DID THE COMPANY PROVIDE SUPPORT FOR THE MANAGEMENT 

FEES? 

Yes. The Company provided: (1) wages and salary information;(2) a listing of all 

services provided by each TEM employee on a daily, weekly, monthly, and annual 

employee would not be a low level, low skilled person and would have to have the management anc 
financial skills of a least a controller/accounting manager. According the American Water Work: 
Association 2009 Compensation Survey the annual compensation required would be $97,940 plus benefits 
totaling $127,322. Adding a reasonable amount for office costs such as rent, insurance, utilities, etc., ol 
$10,000, the total cost would be at least $307,000 annually. The adjusted test year expenses include 
approximately $136,000 of management fees or a little more less than half‘ the cost of this alternative. 

Michlik Direct at 15-20. 28 
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A. 

Q. 

A. 

basis; (3) a copy of TEM’s general ledger detail for all indirect costs such as office 

rent, utilities, and insurance; (4) supporting documentation for all indirect costs as 

requested by Staff; and, ( 5 )  and a cost allocation worksheet.29 

DID THE COMPANY PROVIDE GENERAL LEDGER DETAIL OF TEM 

GORP.? 

Yes. Contrary to Staffs assertion, the Company did provide relevant general 

ledger detail in support of the costs it seeks in this case.3o The Company provided 

both the relevant excerpts froin the ledger and the supporting documentation for 

the TEM allocated costs the Company seeks to include in the management fee. 

The Company did not provide the entire general ledger and supporting information 

relating to other entities because the Company is seeking to recover any of 

those costs; this information is irrelevant to the issue at hand. 

WERE THE TEM COSTS ALLOCATED ON A “VAGUE GUESSTIMATED 

PERCENTAGE” AS MR. MICHLIK ASSERTS ON PAGE 21 OF HIS 

TESTIMONY? 

No. The wages and salaries were based upon each TEM employee’s estimate of 

the time necessary to perform all the work they perform on a daily, weekly, 

monthly, and annual basis on behalf of VWC. These employees have been with 

TEM for many years and have the experience of many years working on Company 

related matters. They know best the amount of‘their total time they devote to 

Company related matters. 

The remaining other costs such as insurance, office rent, utilities, computer 

services, etc. where either allocated on a weighted percentage of employee time or 

at a rate of 100% when the cost was directly related to VWC. These allocation 

See, e . g ,  Company’s Response to Staff Data Request 2.5 (revised). 
Id. at 24. 

29 

30 
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rates are not unreasonable nor do they violate the NARUC cost allocation 

guidelines. In the end, whether you agree or disagree with the allocation 

methodology, the results (the cost per customer per month) are much lower than 

the alternatives; even from third-party vendors. 

PLEASE RESPOND TO STAFF’S RECOMMENDATION THE COMPANY 

OBTAIN AT LEAST 5 BIDS FROM THIRD-PARTY VENDORS FOR 

MANAGEMENT SERVICES EVERY THREE YEARS? 

I have at least two responses. First, I do not think 5 vendors exist in Arizona which 

would be able provide the same services to VWC as TEM provides. Even if there 

are, not all of them may be willing to provide a bid. As noted in Mr. Volpe’s 

testimony, recently, the Company has sought bids from several vendors. Thus far, 

only one vendor has responded with a bid. A second vendor responded they were 

not interested in submitting a bid at this time because they cannot handle the 

additional work. Mr. Volpe discusses his efforts to obtain bids in his testimony. 

Other vendors may not want to submit bids when there is a highly likelihood the 

Company will continue under its current arrangement; one that is the least costly to 

VWC. Second, and perhaps more importantly, since the Company cannot 

unilaterally increase or decrease its utility rates in response to new bids obtained 

every three years, obtaining bids seems to be an exercise in futility in addition to 

being administratively burdensome. Having established a fair and reasonable 

management fee in the instant case and then revisiting the fee in the next rate case 

seems to me to be the most prudent and reasonable course of action. 

PLEASE CONTINUE WITH YOUR DISCUSSION OF THE COMPANY’S 

REBTUTTAL PROPOSED REVENUEmXPENSE ADJUSTMENTS. 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
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A. 

Q. 
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Q. 

Adjustment number 4 moves increases water testing expense by $9,761 based upon 

Staffs re~ommendat ion.~~ 

Adjustment number 5 reduces miscellaneous expense by $1,3 I 1 based upon 

Staffs recomrnendat i~n.~~ 

Adjustment numbers 6 through 9 are intentionally left blank. 

Adjustment 10 reflects income taxes based upon the Company adjusted test 

year revenue and expense. 

HAS THE COMPANY UPDATED ITS INCOME TAX COMPUTATION TO 

CONFORM TO THE RECENT COMMISSION DECISION ON INCOME 

TAXES FOR PASS-THROUGH UTILITIES? 

Yes. Decision 73739 (Feb. 22, 2013) requires the specification of the individual 

filing status of all individual owners. Accordingly, the Company updated the tax 

filing status of some individual owners from Single to Married Filing Jointly or 

Married Filing Separately. In the direct filing, all individual owners were assumed 

to file as Single. 

DID THE EFFECTIVE INCOME TAX RATE CHANGE? 

Yes. The overall federal and state effective income tax rate at proposed revenue is 

now about 22.1 percent whereas in the direct filing it was about 25.4 percent. The 

reduction was not all due to the change in filing status of some individual owners. 

The effective income tax rate also decreased because the Company is requesting a 

lower revenue requirement. 

DID YOU COMPUTE THE EFFECTIVE TAX RATE ASSUMING VWC 

WAS A SUBCHAPTER C CORPORATION? 

Michlik Direct at 12 3 1  

3 2 ~ d .  at 12. 
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A. 

Q. 

A. 

Yes. The overall federal and state effective income tax rate assuming VWC was a 

stand-alone C-Corp. is 38.6 percent. Following Decision 73739, I employed the 

lower tax rates when computing the income taxes for VWC. 

1. Remaining Revenue/Ex pense Issues 

PLEASE COMMENT ON THE STAFF RECOMMENDATION TO 

INCREASE PURCHASED WATER EXPENSE BY $47,911? 

The Company disagrees with Staff recommendation to increase purchased water 

expense for two reasons. First, Staffs recommendation is based upon a normalized 

purchased water expense which reflects the mean average of CAP water rates 5 

years into the f i ~ t u r e . ~ ~  The CAP rates €or 2015 to 2018 are only advisory and are 

not firm. As a result, they are not truly known and m e a s ~ r a b l e . ~ ~  There is a high 

degree of uncertainty with respect to the rate CAP may ultimately charge in the 

future; particularly 5 years hence. There is also uncertainty with respect to how 

much the purchased water cost the Company will defer through LTSCs. The only 

thing we know with any degree of certainty is that the CAP rates will increase. 

However, this does not make Staffs normalized amount known and measurable. 

Second, the Company's recommendation to include a true-up to actual CAP 

purchased water costs in its CAP surcharge adjuster mechanism removes all 

uncertainty and insures the Company does not recover any more or any less than 

the actual expense incurred -which is fair to both the Company and to ratepayers. 

* -  
-"Id. at 12. 
34Zd. at 11-12. 
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111. 

Q* 

A. 

RATE DESIGN (H SCHEDULES). 

WHAT ARE THE COMPANY’S PROPOSED RATES FOR WATER 

SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

518” x 314” Meter 

314” Meter 

1 ” Meter 

1 1/2”Meter 

2” Meter 

3” Meter 

4” Meter 

6” Meter 

Gallons in minimum 

COMMODITY RATES 

5/8”X3/4” -Residential 

5/8”X3/4” - Commercial 

3/4” - Residential 

314” Meter - Coinmercial 

22 

$ 14.92 

$ 22.38 

$ 37.30 

$ 74.30 

$ 119.36 

$ 238.72 

$ 372.99 

$ 745.99 

0 

1 to 3,000 

3,001 to 10,000 

Over 10,000 

1 to 10,000 

Over 10,000 

1 to3,000 

3,001 to 10,000 

Over 10,000 

1 to 10,000 

Over 10,000 

$ 3.00 

$3.75 

$4.50 

$3.75 

$4.50 

$3.00 

$3.75 

$4.50 

$3.75 

$ 4.50 
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A. 

Q. 

A. 

1 ” Meter 

1 %” Meter 

2” Meter 

1 to 25,000 $3.75 

Over 2 5,000 $4.50 

1 to 50,000 $3.75 

Over 50,000 $4.50 

1 to 80,000 $ 3.75 

Over 80,000 $ 4.50 

3” Meter 1 to 160,000 $3.75 

Over 160,000 $4.50 

4” Meter 1 to250,OOO $3.75 

Over 25 0,000 $4.50 

6” Meter 1 to 500,000 $ 3.75 

Over 500,000 $4.50 

CAP Recovery Fee (per 1,000 gallons) 

CAP Surcharge (per 1,000 gallons) 

CAP Hook-up Fee 

“removed 

*to be determined 

See Schedule H-3, page 4. 

WHAT WILL BE THE 5/8X3/4 INCH RESIDENTIAL CUSTOMER 

AVERAGE MONTHLY BILL UNDER THE PROPOSED RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 6,720 gallons is $37.87 - a 

$2.19 decrease from the present monthly bill or a 5.47 percent decrease. 

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN FROM THE 

DIRECT FILING? 

Yes. I have lowered the first tier commodity rate and increased the price 

differential between the commodity rates in a move to set the commodity rates 

more like Staff recommended commodity rates. With these changes, the 

Company‘s proposed rates continues to provide somewhat more revenue stability 
23 
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Q. 
A. 

Q. 

A. 

than the current rate design in that it provides for about 37.5 percent of the revenue 

requirement from monthly minimums whereas under present rates about 34 percent 

of revenues are derived fi-om the monthly minimums. As I stated in my direct, 

generally the portion of revenue derived fi-om the monthly minimums should be in 

the range of 40 to 50 percent and ideally closer to 50 percent. So, the Company 

rate design is less stable than I would like. However, the proposed rate design 

achieves an appropriate balance for this case given the constraints in moving from 

the current single tier rate design to an inverted tier design with more revenue 

stability. 

PLEASE COMMENT ON THE PROPOSED RATE DESIGN OF STAFF. 

Like the Company, Staff is proposing an inverted three tier design for the 5/8x3/4 

inch metered residential customers and an inverted two tier design for the small 

commercial and irrigation customers as well as all 1 inch and larger metered 

customers.35 Staffs break-over points are similar to the Company’s and increase 

with meter size. The major differences between the Staff and the Company rate 

designs is the Staff design provides for a lower first tier commodity rate than the 

Company and the price differential between the commodity rates is narrower at 

$0.75 compared to $1.05 under the Staff rate design. 

WHY ARE YOU RECOMMENDING NARROWER PRICE 

DIFFERENTIALS BETWEEN THE COMMODITY RATES? 

This will provide greater stability with respect to the commodity revenues. 

Commodity rate revenues under an inverted tier rate design are inherently volatile. 

The revenue volatility is due to the fact that an increasing block rate anticipates 

recovering greater proportions of revenues at higher levels of consumption. When 

See Staff Schedule JMM-17, page 1 of 2. 35 
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A. 

Q. 

A. 

Q- 

A. 

Q. 

A. 

more revenues are expected to be recovered at the higher priced commodity rates 

(due wider price differentials between the commodity rates) and conservation takes 

place, a greater amount of revenues are lost. 

1. Other Tariff Changes. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND 

STAFF ON THE COMPANY’S PROPOSED METER AND SERVICE LINE 

INSTALLATION CHARGES? 

No. The Company and Staff are in agreement. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND 

STAFF ON THE COMPANY’S PROPOSED MISCELLANEOUS 

CHARGES? 

No. The Company and Staff are in agreement. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND 

STAFF ON THE COMPANY’S PROPOSED NON-CAP HOOK-UP FEE? 

No. The Company and Staff are in agreement. 

2. Remaining Issues in Dispute. 

a. CAP Surcharge Adjuster Mechanism. 

HAVE YOU PREPARED AN UPDATE TO THE CAP SURCHARGE 

ESTIMATE BASED ON RECENT DEVELOPMENTS WITH RESPECT TQ 

THE CAP PIPELINE COSTS AND THE WHEELING FEES FROM THE 

CITY OF TUCSON? 

Yes. I have attached an updated CAP surcharge calculation and have included it a: 

Exhibit TJB-RB-RBI. The updated computation reflects the most current CAI 

pipeline cost estimate as well as the most current cost estimate from the City o 

Tucson for wheeling CAP water to the Company’s service territory. Mr. Volpt 
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Q. 

A. 

discusses the recent developments regarding the status of the project and 

negotiations with the City of Tucson in his testimony. That said, as shown, the 

indicated year 1 CAP surcharge (per 1,000 gallons) is estimated to be $2.6 1. 

PLEASE COMMENT ON STAFF’S RECOMMENDATION TO EXCLUDE 

THE ANNUAL DEPRECIATION AND RETURN ON INVESTMENT 

COMPONENTS FROM THE SURCHARGE CALCULATION? 

Staff asserts that the funds in the CAP are not the Company’s funds so it should not 

receive a return of or a return on the CAP project i n ~ e s t m e n t . ~ ~  In other words, the 

remaining balance of the restricted revenues in the CAP account is a deferred credit 

like CIAC or AIAC. Staff goes as far to state that treating the funds as CIAC is an 

efficient and reasonable manner to effectuate a refbnd to ratepayers for excess 

fbnds collected over CAP  expenditure^.^^ 
The Company disagrees with Staff for two important reasons. First, unless 

and until the Commission determines that there are excess CAP fbnds, there is no 

basis for a refund. The CAP pipeline is a valid capital expenditure under Decision 

62450. And, despite missing a deadline for the submission of plans,3g that issue 

has been h l l y  resolved and the Company will still be able to meet the original 

December 3 1, 2015 deadline to have CAP water delivered to its service t~rritory.~’ 

At this point, there is less money in the CAP account than the projected cost of the 

CAP pipeline. The Company anticipates there will be no excess CAP funds once 

the CAP pipeline is completed and placed into service. Second, if there are no 

excess CAP hnds  because all of the CAP revenues were spent 3n CAP-related 

expenses and/or capital items as authorized in Decision 62450, then the revenues 

Michlik Direct at 3 1 and 33. 
Id. at 3 1. 
Id. at 28. 
Decision 62450 at 15. 
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Q.  

A. 

Q. 

A. 

collected by the Company are shareholder hnds  and the Company should receive 

recognition of its investment. To re-characterize these revenues as CIAC is 

retroactive ratemaking. See my discussion on pages 9 through 10, above. In 

addition, since the shareholder has paid taxes on the CAP revenues, the shareholder 

will incur sever financial harm. See my discussion on page 1 1. 

PLEASE COMMENT ON STAFF’S RECOMMENDATION TO EXCLUDE 

THE CAP M&I AND CAPITAL CHARGES FROM THE SURCHARGE 

CALCULATION. 

Staff recommends excluding the CAP M&I and capital charges from the CAP 

surcharge computation because Staff has normalized the test year purchased water 

expense using provisional CAP rates through 2018. I have explained the 

Company’s reason for disagreeing with the normalization of the purchased water 

costs at page 20. The bottom line is the Company’s proposal to include the CAP 

delivery and capital charges as a true-up in the computation removes all uncertainty 

with respect future CAP rates and the Company will not over or under collect the 

expense. 

b. CAP Hook-UP Fee. 

ON PAGE 31, MR. MICHLIK RECOMMENDS THE CAP HOOK-UP FEE 

BE TREATED AS CIAC IN THE FUTURE. PLEASE COMMENT. 

Staff’s recommended test year revenue is inconsistent with its position on the C A P  

Hook-Up Fee. Let me explain. The Company recommends the CAP Hook-up Fee 

continue to be treated as revenue. Accordingly, the Company included $1 10,000 

of CAP Hook-Up Fee revenue in its adjusted test year revenues. Staff accepted the 

Company’s adjusted test year revenues and did not remove the $110,000. But, if 

the CAP Hook-Up Fee is to be treated as CIAC, then the $1 10,000 of revenues will 
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Q. 

A. 

Q. 
A. 

not exist. If the Commission decides to treat the CAP Hook-Up Fee as CIAC in 

the future, these revenues must be removed from the test year revenues and 

ratepayers will have to pay rates sufficient to make up the difference. 

WHY IS THE COMPANY RECOMMENDING TO CONTINUE TO TREAT 

THE CAP HQOK-UP FEE AS REVENUE? 

The revenues help to keep rates lower to ratepayers than they otherwise would be: 

just as they did in the prior rate case. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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Vail Waier Company EXHIBIT TJB-RB-RBI 
CAP Surcharge Mechanism Page 1 

Computation of CAP Surcharge (Year 1) - Updated Based upon Latest Information 

Line 
- No. 

1 
2 [I] CAP Project Costs $ 1,956,321 

4 [3] Depreciation [1]x[2] $ 39,126 
5 
6 
7 [4] CAP Allocation (a.f.) 1,857 
8 [5] M&l Charges (per a.f.) using 2013 firm rate $ 129.00 
9 [6] Total M&l Charges [4]x[5] $ 239,553 
10 
11 Component 3 - Annual Tucson Water Wheelinq Fees 

13 [8] Wheeling fee (per a.f.) $ 601.77 * 
14 [9] Total Wheeling Fees $ 661,947 
15 
16 Component 4 - Annual Recharqe Credits 

18 [I 11 M&l Charges (per a.f.) = [5] $ 129.00 
19 [I21 Total Recharge Credits for Future Use -[IO]x[l I] $ (97,653) 
20 
21 

Component 1 - Annual Depreciation 

3 [2] Composite Depreciation Rate 2.00% 

Component 2 -Annual CAP M&l Charcles 

12 17) CAP Water Delivered to Vail Service Territory (a.f.) 1,100 

17 [IO] CAP Water Recharged (a.f.) [4]-[7] 757 

Component 5 - Return on investment plus Income Taxes 
1,956,321 

24 [I51 Net Investment [I31 - [I41 $ 1,956,321 

22 [I31 CAP Project Costs = [ I ]  $ 
23 [I 41 Less: Accumulated Depreciation (sum of prior years depreciation expense) $ 

25 [I61 Authorized Rate of Return 10.10% 
26 [I 71 Required Return [I 5]x[16] $ 197,5aa 
27 [I 81 Income Tax Factor 1.3045 
28 [I91 Total Return plus Income Taxes [17]x[18] $ 257,759 
29 
30 Component 6 - Other CAP-Related CostslCredits 
31 [20] Test Year Purchased Water $ (1 99,8 1 7) 
32 [21] Prior Year Under (Over) recovery $ 
33 [22] Other - Specify (provide supporting schedule) $ 
34 [23] Total Other CAP-Related Costs/Credits [20]+[21]+[22] $ ( 1 99,8 1 7) 
35 
36 Computation of Commoditv Charqe 
37 [24] Total Base Cost to be Recovery [3]+[6]+[9]+[121+[191+[231 $ 900,916 
38 [25] Gallons sold in prior year (in 1,000's) 344,560 
39 [26] Cost per 1,000 gallons [24]/[25] $ 2.61 
40 
41 
42 and 3% for O&M. 

*The wheeling fee will contain annual inflators for power and O&M currently estimated to be 8% for power 
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Vail Water Company 
Test Year Ended December 31,201 1 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Exhibit 
Rebuttal Schedule A-1 
Page 1 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

3,315,151 

395.1 19 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 11.92% 

Required Operating Income !§ 334,830 

Required Rate of Return on Fair Value Rate Base 10.10% 

Operating Income Deficiency (60,288) 

Gross Revenue Conversion Factor 1.3038 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

(78,606) 

2,334,747 
(78,606) 

2,256,141 
-3.37% 

Present Proposed 
Rates Rates 

$ 1,728,603 $ 1,677,344 !§ 
55,737 53,999 
2,132 1,975 

Customer 
Classification 
(Residential Commercial, lrriqationl 
5/8x314 Inch Residential 

Dollar Percent 
Increase Increase 

(51,259) -2.97% 
(1,738) -3.12% 

(157) -7.38% 

302 8.71 % 
37 2.07% 

(137) -3.28% 
(2,631) -14.64% 

(10,071) -14.83% 

314 Inch 
1 Inch 

518x314 Inch 
314 Inch 
1 Inch 
1/12 Inch 
2 Inch 

5/8x314 Inch 
314 Inch 
1 Inch 
1112 Inch 
2 Inch 

518x314 Inch 
1 Inch 
3 Inch 

Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

Standpipe 
Standpipe 
Construction 

3,471 3,773 
1,804 1,841 
4,172 4,035 

17,977 15,346 
67,893 57,822 

2,073 2,160 
5,089 5,280 

17,540 16,901 
17,246 16,217 

1 13,577 115,693 

12,909 9,095 
2,256 1,991 

37,004 27,561 

29,925 29,694 

87 
191 3.75% 

(638) -3.64% 
(1,029) -5.96% 
2.116 1.86% 

(3,813) -29.54% 
(265) -1 1.74% 

(9,442) -25.52% 

(232) -0.77% Revenue Annualization 

Subtotal $ 2,119,407 $ 2,040,728 $ (78,679) -3.71% 

214,637 214,637 0.00% 
703 776 73 10.38% 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

0.00% 
$ 2,334,746 $ 2,256,141 $ (78,606) -3.37% 

SUPPORTING SCHEDULES: 
B-I  
c-I 
c-3 
H-I 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12  
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Vai l  Water  Company  
Test Year Ended December 31,201 1 

Summary of Rate Base 

Original Cos t  
Rate  base  

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of CIAC 

Customer Meter Deposits 
Deferred Income Taxes & Credits 

- Plus: 

Deferred CAP Charges 
Prepayments 
Allowance for Working Capital 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
8-3 
8-5 

$ 20,065,753 
3.601.631 

$ 16,464,122 

11,374,431 

2,930,228 

(603,756) 

529,140 

1,081,072 

Exhibit 
Rebuttal Schedule B-1 
Page 1 
Witness: Bourassa 

Fair  Value 
Rate Base  

$ 20,065,753 
3,601,631 

$ 16,464,122 

11,374,431 

2,930,228 

(603,756) 

529,140 

1,081,072 

$ 3,315,151 $ 3,315,151 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Vail Water Company 
Test Year Ended December 31,201 1 

Original Cost Rate Base Proforma Adjustments 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Net Utility Plant 
in Service 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction - Gross 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 

Deferred CAP Charges 
Prepayments 
Materials and Supplies 
Working capital 

Total 

SUPPORTING SCHEDULES: 
8-2, pages 2 

Actual 
at 

End of 
Test Year 

$ 20,158,709 

3,722,176 

$ 16,436,533 

11,374,431 

2,930,228 

(605,832) 

529,140 

1 , I  04,206 

$ 3,312,773 

Exhibit 
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Page 1 
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Adjusted 
at end 

Test Year 
Proforma of 

Adiustment 

(92,956) $ 20,065,753 

3,601,631 (1 20,545) 

2,076 

(23,134) 

16,464,122 $ 

11,374,431 

2,930,228 

(603,756) 

529,140 

1,081,072 

$ 3,315,151 

RECAP SCHEDULES: 
B- I  
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Line 
- No. 

1 
2 
3 
4 
5 
6 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

7 

Vail Water Company 
Test Year Ended December 31,201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 -A 

Reclassifv Retired Plant 

Acct. 
No. 
301 
302 
323 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 

PIS 
Adjustment 

1,838 

25,642 

(27,480) 

Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
1998 ACC Plant Adjustment 

TOTALS $ 

SUPPORTING SCHEDULE 
Staff Schedule JMM-6 

Exhibit 
Rebuttal Schedule 8-2 
Page 3.1 
Witness: Bourassa 

45 8-2, pages 3.4 to 3.16 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Vail Water Company 
Test Year Ended December 31,201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 -B 

Retirements Not Recorded 

Acct. 
- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Starxipipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

PIS 
Adiustment 

(29,479) 

(61,499) 

1998 ACCPlant Adjustment 
TOTALS $ (92,956) 

SUPPORTING SCHEDULE 
B-2, page 3.2.1 

Exhibit 
Rebuttal Schedule 8-2 
Page 3.2 
Witness: Bourassa 

45 B-2, pages 3.4 to 3.16 
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Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
4 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

Vail Water Company 
Test Year Ended December 31, 2011 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1-C 

Adiustments to Reconcile to Reconstructed PIS Balance 
Direct 

Adjusted 
Acct. Orginal 

301 Organization Cost 
302 Franchise Cost 
303 Land and Land Rights 17,750 
304 Structures and Improvements 399,328 
305 Collecting and Impounding Res. 
306 
307 Wells and Springs 1,126,979 
308 Infiltration Galleries and Tunnels 
309 Supply Mains 2,995 
310 Power Generation Equipment 

320 Water Treatment Equipment 

- No. Description cost 

Lake River and Other intakes 

31 1 Electric Pumping Equipment 1,553,110 

320.1 Water Treatment Plant 
320.2 Chemical Solution Feeders 

330.1 Storage tanks 
330.2 Pressure Tanks 

330 Dist. Reservoirs & Standpipe 1,621,069 

331 Trans. and Dist. Mains 14,023,034 
333 Services 12,451 
334 Meters 923,082 
335 Hydrants 492,908 
336 Backflow Prevention Devices 7,901 
339 Other Plant and Misc. Equip. 6,553 
340 Office Furniture and Fixtures 29,683 

340.1 Computers and Software 15,621 
341 Transportation Equipment 54.806 
342 Stores Equipment 
343 Tools and Work Equipment 15,645 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communications Equipment 
347 Miscellaneous Equipment 5,190 
348 Other Tangible Plant 

Rebuttal 
Adjustments 

(27,641) 

(35,857) 

(27,480) 

Rebuttal 
Adjusted 
Orginal 

17,750 
397,350 

1,126,979 

2,995 

1,525,469 

1,585,212 

14,023,034 
12,451 

923,082 
492,908 

7,901 
6,553 
2,203 

15,621 
54,806 

15,645 

5,190 

Exhibit 
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Rebuttal 
Plant 
Per 

Reconstruction Adiustment 

17,750 
397,350 

1,126,979 

2,995 

1,525,469 

1,585,212 

14,023,034 
12,451 

923.082 
492,908 

7,901 
6,553 
2,203 

15,621 
54,806 

15,645 

5,190 

1998 ACC Plant Adjustment (149,395) (149,395) (149,395) 
TOTALS $ 20,158,709 $ (92,956) $ 20,065,753 $ 20,065,753 $ 

SUPPORTING SCHEDULE 
8-2, pages 3.1 and 3.2 
6-2, pages 3.4 to 3.16 





Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

a 

Vail Water Company 
Test Year Ended December 31,201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment Num ber 2 -A 

N D  rRelated to Reclassified Retired Plant 

Acct. 
- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting end Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tanaible Plant 

PIS 
Adiustment 

1,838 

25,642 

(27,480) 

1998 ACCPlant Adjustment 
TOTALS $ 

SUPPORTING SCHEDULE 
8-2, page 3.1 

Years 
J112 ConvJ 

3.50 

3.50 

3.50 

Depr AID 
Rate Adiustment 

3.6% 

2.0% 

6.8% 

232 

1,795 

Exhibit 
Rebuttal Schedule 8-2 
Page 4.1 
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45 8-2, pages 3.4 to 3.16 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Vail Water Company 
Test Year Ended December 31, 201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2-B 

Retirements Not Recorded 

Acct. 

301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

No. Description 
Organization Cost 
franchise Cos: 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

N D  
Adiustment 

(1,978) 

(29,479) 

(61,499) 

1998 ACC Plant Adjustment 
TOTALS $ (92,956) 

S U P PO RTI NG SCH E D U LE 
8-2, page 3.2 

Exhibit 
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Page 4.2 
Witness: Bourassa 

45 B-2, pages 3.4 to 3.16 



Vail Water Company 
Test Year Ended December 31, 201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2-C 

Exhibit 
Schedule 8-2 
Page 4.3 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12  
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Adiustments to Reconcile to Reconstructed N D  Balance 
Direct 

Adjusted 
Acct. Orginal 
- No. Description Cost 
301 Organization Cost 
302 Franchise Cost 
303 Land and Land Rights 
304 .Stx:tires and lmprovem ents 88,696 
305 Collecting and Impounding Res. 
306 
307 Wells and Springs 352,116 
308 Infiltration Galleries and Tunnels 
309 Supply Mains 31 
310 Power Generation Equipment 

320 Water Treatment Equipment 

Lake River and Other Intakes 

311 Electric Pumping Equipment 554,754 

320.1 Water Treatment Plant 
320.2 Chemical Solution Feeders 

330.1 Storage tanks 
330.2 Pressure Tanks 

330 Dist. Reservoirs & Standpipe 232,569 

331 Trans. and Dist. Mains 2,506,255 
333 Services 9,718 
334 Meters (11,187) 
335 Hydrants 73,245 

339 Other Plant and Misc. Equip. 3,728 
340 Office Furniture and Fixtures 14,089 

340.1 Computers and Software 11,025 
341 Transportation Equipment 32,357 

343 Tools and Work Equipment 2,404 

336 Backflow Prevention Devices (379) 

342 Stores Equipment 

344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communications Equipment 
347 Miscellaneous Equipment 2,150 
348 Other Tangible Plant 

1998 ACC Plant Adjustment (149,395) 
TOTALS $ 3,722,176 $ 

Rebuttal 
Adjusted 
Orginal 
Cost 

Rebuttal 
Plant 
Per 

Reconstruction 
Rebuttal 

Adiustments Difference 

86,718 86,062 (656) 

352,116 351,804 

31 

525,507 

30 

519,000 (29,247) 

(59,704) 172,865 189,065 16,200 

2,506,255 
9,718 

(1 1,187) 
73,245 

(379) 
3.728 
7,548 

11,025 
32,357 

2,502,370 
9,715 

(11,443) 
73,108 

(381) 
3,726 

( I  9,940) 
11,021 
32,342 

2,404 2,399 (4) 

2,150 2,148 

(149,395) (149,395) 
$ 3,624,706 $ 3,601,631 $ (23.075) (97,470) 

SUPPORTING SCHEDULE 
8-2, pages 4.1 and 4.2 

45 8-2, pages 3.4 to 3.16 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

18 

Vail Water Company 
Test Year Ended December 31,201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment 3 

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization 

Exhibit 
Rebuttal Schedule 8-2 
Page 5 
Witness: Bourassa 

Computed balance at 12/31/2011 
Less: Unexpended HUF's 
Adjusted ClAC Balance 

Adjusted balanie at 12/31/2011 

Increase (decrease) 

Adjustment to CIACIM ClAC 
Label 

SUPPORTING SCHEDULES 

8-2, page 5.1 
E- 1 

Gross Accumulated 
ClAC Amortization 

$ 3,299,762 $ 603,756 
(369,535) 

$ 2,930,228 

$ 2,930,228 $ 605,832 

$ $ (2.076) 

$ $ 2,076 
3a 3b 



- 
c 0 - 



Vail Water Company 
Test Year Ended December 31,201 1 

Original Cost Rate Base Proforma Adjustments 
Adjustment 4 

Deferred CAP Charqes 

Line 
- No. 
1 
2 
3 
4 

5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 SUPPORTING SCHEDULES 
22 Staff Schedule JMM-8 
23 Testimony 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Defened CAP Charges per Rebuttal 
Deferred CAP Charges per Direct 
Increase (decrease) in Deferred CAP Charges 

a 

Adjustment to Deferred CAP Charges 

l a  

2a 

Exhibit 
Rebuttal Schedule 6-2 
Page 5 
Witness: Bourassa 

$ 1,081,072 
1,104,206 

$ (23,134) 

$ (23,134) 



Line 
No. 

1 
2 
3 
4 
5 
E 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Vail Water Company 
Test Year Ended December 31,201 1 

Computation of Working Capital 

Cash Working Capital (1/8 of Allowance 
Operation and Maintenance Expense) 

Pumping Power (1/24 of Pumping Power) 
Purchased Water (1/24 of Purchased Water) 
Prepaid Expenses 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

SUPPORTING SCHEDULES: 
c-I 

Exhibit 
Rebuttal Schedule B-5 
Page 1 
Witness: Bourassa 

$ 102,794 
5,685 
8,326 

$ 116,805 

$ 

Adiusted Test Year 
$ I ,939,628 

$ I 12,385 
103,681 
564,948 
199,817 
136,444 

$ 102,794 
$ 822,354 

RECAP SCHEDULES: 
B-1 



Vail Water Company 
Test Year Ended December 31,201 1 

Income Statement 

Exhibit 
Rebuttal Schedule C-I 
Page 1 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

6 
9 
10 
11 
12 
1 3  
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33  
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47  

49 
48 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Employee Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Materials and Supplies 
Repairs and Maintenance 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services -Accounting 
Contractual Services - Legal 
Contractual Services - Mgmt Fees 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Building/Real Properly 
Rents - Equipment 
Transportation Expenses 
Insurance -Vehicle 
Insurance - General Liability 
Insurance -Worker's Comp 
Reg. Comm. Exp. 
Reg. Comm. Exp. -Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 
Interest on Meter Deposits 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

interest Income 
Other income 
Interest Expense 
Other Expense 
Gain (loss) on Disposal of Equip 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 
C-I, page 2 

Wlcness: Bourassa 

Rebuttal Rebuttal 
Test Year Test Year Proposed Adjusted 
Adjusted Adjusted Rate with Rate 
Results Adiustment Results Increase Increase 

$ 2.120.110 $ - $ 2,120,110 $ (78,606) $ 2,041,504 

214,637 214,637 214,637 
$ 2,334,747 $ - $ 2,334,747 $ (78,606) $ 2,256,141 

$ 276,984 
12,757 

199,817 
218,584 

1,732 
14,372 
28,876 
73,301 
6,270 

10,473 
12,933 

211,138 
15.976 
3,906 
7,920 
8,314 

33,154 
5,111 

32,130 
3,111 

11,946 
30,000 
6,856 

11,424 
570,649 

103,681 
106,244 

- $  

(82,140) 

(1.311) 
(5,701) 

(0) 
6,141 

276,984 
12,757 

199,817 
136,444 

1,732 
14,372 
28,876 
73,301 

6,270 
10,473 
12,933 

211,138 
15,976 

3,906 
7,920 
8,314 

33,154 
5,111 

32,130 
3,111 

11,946 
30,000 
6,856 

10,113 
564,948 

$ 276,984 
12,757 

199,617 
136,444 

1,732 
14,372 
28,876 
73,301 

6,270 
10,473 
12,933 

211,138 
15,976 
3,906 
7,920 
8,314 

33,154 
5,111 

32,130 
3,111 

11,946 
30,000 
6,856 

10,113 
564,948 

103,681 (1,169) 102,511 
112,385 (1 7,148) 95,237 

4.981 4,981 4,981 
$ 2,022,639 $ (83,011) $ 1,939,628 $ (18,317) $ 1,921,311 
$ 312,107 $ 83,011 $ 395,119 S (60,289) $ 334,830 

33,771 
6,090 

33,771 
6,090 

33,771 
6,090 

(1 0,496) (1 0,496) (1 0,496) 
$ 29,364 $ - 5 29,364 $ - $ 29,364 
$ 341,472 $ 83,011 $ 424,483 $ (60,289) $ 364,194 

RECAP SCHEDULES: 
A- 1 
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Line 
- No. 

1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 income 
10 
11 interest 
12 Expense 
13 Other 
14 income/ 
15 Expense 
16 
17 Netincome 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 

32 interest 
33 Expense 
34 Other 
35 income/ 
36 Expense 
37 
38 Net Income 
39 

31 

Vail Water Company 
Test Year Ended December 31, 2011 

Adjustments to Revenues and Expenses 

Adiustments to Revenues and Exoenses 

Water 
Depreciation Property Mgmnt Testing 

Expense Taxes - Fees Expense 

- 1 2. 3 4 

Exhibit 
Rebuttal Schedule C-2 
Page 1 
Wltness: Bourassa 

5 - 6 Subtotal - 
Intentionally 

Misc. Len 
Expense 

(5,701) (0) (91,901) 9,761 (1,311) (89,152) 

5.701 0 91,901 (9,761) 1,311 89,152 

5,701 0 91,901 (9,761) 1,311 89,152 

Adjustments to Revenues and Expenses 
10 - 7 8 9 - 

Intentionally Intentionally Intentionally 
Lefl Left Lefl 
Blank Blank Income tax 

11 - 12 - Subtotal 

6,141 (83,011) 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

18 

Acct. 
- No. 
301 
302 
303 
3 04 
305 
306 
307 

309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330 2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

308 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Coliec!ing and Impounding Res 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

Vail Water Company 
Test Year Ended December 31, 201 1 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

Depreciation Expense 

Less- Amortization of Contributions 
Total Depreciation Expense 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues and/or Expenses 

SUPPORTING SCHEDULE 

Adjusted 
O r i g i n a l  
- c o s t  

17,750 
397,350 

1,126,979 

2,995 

1,525,469 

1,585,212 

14,023,034 
12,451 

923,082 

7,901 
6,553 
2,203 

15,621 

492,908 

54,806 

15,645 

Non-Depreciable 
or F u l l y  Depreciated Adjusted 

ELant O r i g i n a l  
cos t  - 

17,750 
397,350 

1,126,979 

2,995 

1,525,469 

1,585,212 

14,023,034 
12,451 

492,908 
7,901 
6,553 
2,203 

15,621 
54,806 

923,082 

15.645 

5,190 5,190 

$ 20.065.753 $ 149,395 $ 20,215,148 
(149,395) 149,395 

Exhibit 
Rebuttal Schedule C-2 
Page 2 
Wtness: Bourassa 

Rebuttal 
Proposed Depreciation 

Rates 
0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3 33% 
3 33% 

20.00% 
2 22% 
2.22% 
5.00% 
2 00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 

4.00% 
5.00% 

10.00% 
5.00% 

10 00% 
10.00% 

Expense 

13,232 

37,528 

60 

190,684 

35,192 

280,461 
415 

9,858 
527 
437 
147 

3,124 
10.961 

76,893 

782 

519 
2.64% 

5 660.819 

Gross ClAC Amort. Rate 
2.930.228 3.2718% $ (95.871) 

$ 564,948 

570,649 

(5,7011 

$ (5,701) 

51 8-2. page3 



Vail Water Company 
Test Year Ended December 31,201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Exhibit 
Rebuttal Schedule C-2 
Page 3 
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Propertv Taxes 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Test Year Company 
as adiusted Recommended 

$ 2,334,747 $ 2,334,747 
2 2 

4,669,494 4,669,494 
2,334,747 2,256,141 

6,925,635 7,004,241 
3 3 

2,334,747 2,308,545 
2 2 

4,669,494 4,617,090 

22,464 22,464 
4,647,029 4.594,626 

20.0% 20.0% 
929,406 918,925 

11.1556% 11.1556% 
$ 103,681 $ 102,511 

$ 103,681 
$ 103,681 
5 (0) 

$ 102,511 
103,681 3 

5 (1,169) 

DESCRIPTION 
Company Adjusted Test Year Revenues 
Weight Factor 
Subtctal (Line '! * Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 

Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Tax on Parcels 
Total Property Taxes (Line 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

Plus: 10% of CWIP - 2010' 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 

$ (1,169) 
$ (78,606) 

1.48741% 

' Intentionally excluded test year CWP 



Vail Water Company 
Test Year Ended December 31,201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Exhibit 
Rebuttal Schedule C-2 
Page 4 
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Contractual Servioces - Manaqement Fees 

Line 
- No 

1 
2 Number of test year billings 45,819 
3 Additional billings from revenue annualization 585 
4 
5 Totai adjustea test year numoer of oillings 46,404 
6 
7 

9 
10 Total Cost $ 126,683 
11 
12 Direct adjusted management fees $ 218,584 
13 

15 
16 

18 
19 REFERENCE 
20 Work papers 

8 Revised Cost per bill $ 2 73 

14 Increase (decrease) in Contractual Services - Management Fees $ (91,901) 

17 Adjustment to Revenue and/or Expense $ (91,901) 



Vail Water Company 
Test Year Ended December 31, 201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Water Testinq Expnese 

Line 
- No. 

1 
2 
3 
4 
5 
5 
7 
8 
9 
10 
1 1  
12 
13 SUPPORTING SCHEDULES 
14 Staff Adjustment#2 
15 Testimony 
16 
17 
18 
19 
20 

Increase (decrease) in water testing expense 

Total increase(decrease) in water testing expense 

Adjustment to Revenue and/or Expense 

Exhibit 
Rebuttal Schedule C-2 
Page 5 
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$ 9,761 

$ 9,761 

$ 9,761 



Vail Water Company 
Test Year Ended December 31,201: 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Miscellaneous Expense 

Line 
- No. 

1 
2 
3 
4 
5 
s 
7 
8 
9 
10 
11 
12 
13 SUPPORTING SCHEDULES 
14 Staff Adjustment #3  
15 Testimony 
16 
17 
18 
19 
20 

Increase (decrease) in miscellaneouse expense 

Total increase(decrease) in miscellaneous expense 

Adjustment to Revenue andlor Expense 

Exhibit 
Rebuttal Schedule C-2 
Page 6 
Witness: Bourassa 



Vail Water Company 
Test Year Ended December 31,201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

INTENTIONALLY LEFT BLANK 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Exhibit 
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Vail Water Company 
Test Year Ended December 31, 201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

INTENTIONALLY LEFT BLANK 

Exhibit 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 



Vail Water Company 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

INTENTIONALLY LEFT BLANK 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Exhibit 
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Vail Water Company 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

INTENTIONALLY LEFT BLANK 

Exhibit 
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Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 



Vail Water Company 
Test Year Ended December 31,201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

INTENTIONALLY LEFT BLANK 

Line 
No. 

1 
2 
3 
4 
5 
E 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Exhibit 
Schedule C-2 
Page 10 
Witness: Bourassa 



Line 
N O .  
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 

c 

28 

Vail Water Company 
Test Year Ended December 31,201 1 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Interest Synchronization_ 

Fair Value Rate Base 
Weighted Cost of Debt 
Interest Expense 

Test Year Interest Expense 

Exhibit 
Schedule C-2 
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$ 3,315,151 
0.00% 

$ 

$ 

Increase (decrease) in Interest Expense 

Adjustment to Revenue andlor Expense $ 

Weiqhted Cost of Debt Computation 
Weighted 

Amount Percent Cost Cost 
Debt $ 0.00% 0.00% 0.00% 

Equity $ 7,270,669 100.00% 10.10% 10.10% 
Total $ 7,270,669 100.00% 10.10% 



Vail Water Company 
Test Year Ended December 31,201 1 

Adjustment to Revenues andlor Expenses 
Adjustment Number 10 

Line 
No. 

1 Income Tax computation 
2 
3 Test Year 
4 Adjusted 
5 Results 
6 Revenue $ 2,334,747 

1,827,243 Operating Expenses Excluding Income Taxes 
Synchronized Interest 

Exhibit 
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7 Income Before Taxes 
8 

$ 507.504 

9 Arizona Income Before Taxes $ 507,504 
10 
11 Less: Effective Arizona Income Tax $ 15,426 
12 Rate = 3.0395% ’ 
13 Arizona Taxable Income $ 492,078 
14 
15 Arizona Income Taxes $ 15,426 
16 
17 Federal Income Before Taxes $ 507,504 

$ 15,426 

96.960 

18 
19 Less Arizona Income Taxes 
20 
21 Federal Taxable Income $ 492,078 

22 
23 
24 
25 FEDERAL INCOME TAXES: 

27 
28 
29 
30  
31 
32 Federal Income Taxes 
33 
34 
35 Total Income Tax 
36 
37 Overall Tax Rate 
38 
39 IncomeTax 
40 
41 
42 
43 
44 ’ See work papers/testimony 

26 Effective Federal Tax Rate = 19.7041 % ’ $ 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

Adjusted 
with Rate 
Increase 

$ 2,256,141 
1,826,074 

$ 430,067 

$ 430,067 

$ 13,072 

$ 416,995 

$ 13,072 

$ 430,067 

$ 13,072 

$ 416,995 

$ 82,165 

$ 96,960 $ 82,165 

$ 112,385 $ 95,237 

22.14% 22.14% 

$ 112,385 $ 95,237 
106,244 112,385 

$ 6,141 $ (17,148) 



Vail Water Company Exhibit 
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Test Year Ended December 31, 201 1 
Computation of Gross Revenue Conversion Factor 

Line 
- No. Descriotion 

1 
2 

4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 

Combined Federal and State Effective Income Tax Rate 

3 Property Taxes - 

Operating Income % = 100% -Tax Percentage 

Percentage 
of 

incremental 
Gross 

Revenues 
22.145% 

1.158% 

23.303% 

7 6.697 % 

13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3, page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

1.3038 

RECAP SCHEDULES: 
A- 1 



Vail 'Water Company 
TeztYearEndad December31,ZOll 

$ 2,346,747 $ 2.334.747 
a 
5 - $  - $  
s 507.504 

a 
5 492.078 5 492,078 

S 
S 
0 
0 
$ 
I 

1,827243 $ 1.827.243 

3.0395% 3 0395% 
15,426 $ 15,426 

197041% 19.7041% 
96,960 I 96.960 

96,960 $ 96,960 
112.385 I 112.385 

GROSS REVENUE CONVERSION FACTOR 

- 

3 0395% 
S 

f 
S 

f 

Exhibit 
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Line 
rh 

Calwlatrm of Gross Revenue CWivemmn Facfw 
1 Revenue 
2 Uncdiedble Factor(Lne 11) 
3 Revenue (L1 - U )  
4 
5 Subtotal (U - L4) 
6 

Combined Federal and State Income Tax and Prop+ Tax Rate (Line 23) 

Revenw Conversion Fador (L1 I L5) 

Catculatiwi of  Unmllechble F-for 

Combined Federal and State Tax Rate (Line 17) 
One Minus Canbined lnwme Tax Rate (L7 - L8 ) 

Uncdlecbble Factor (L9 * L10 1 

Calculation of Eiiechve Tax Eafe 
12 Opgating lnwme Before Taxes (Mzona Taxable Income) 
13 .+:zona State income Tax Ra!e 
14 Federal Taxable lnwme (LIZ - L13) 
15 Applicable Fedeat Income Tax Rate ( h e  53) 
16 Effectwe Federal Income Tax Rate (L14 I L15) 
17 Combined Federal and Slate IncmneTax Rate (L13 +LIS) 

CafcUlahoO of EHecDve P r o ~ d v  Tax Facta 

19 Combined Federal and Stale lnwme Tax Rate (L17) 
20 One Minus Canbined lnwme Tax Rate (L l8~L19)  
21 Property Tax Factor 
22 Effective Property Tax Fador (UO'UI)  
23 Combined Federal and State lnwme Tax and Property Tar Rate (L17tL22) 

7 Unlly 
8 
9 
10 Uncoliecbble Rate 
11 

18 unrty 

24 Required Operabng Income 
25 AdjurtedTest Year Operating Income (Lass) 
26 Required Increase in Operabng Income (U4 - LZ5) 

27 lhcmne Taxes on Recommended Revenue (Col (E). L521 
28 Income Taxes on Test Year Revenue (Col (8). L52) 
29 Required lnaease in Revenue to Provide far Income Taxes ( U 7  - UBI 

30 Rewmmended Revenue Requirement 
31 Uncdlecllble Rate (t ine 10) 
32 Uncollectible Expense on Recornmended Revenue (LOO -U1) 
33 Adjusled Test Year Uncoliecbble Expense 
34 Required Increase I" Revenue to Provide far Uncollectible Exp 

35 Property Tax ~ 4 t h  Recommended Revenue 
36 Property Tax on Test Year Rwenue 
37 Increase 10 Property Tax Due lo  lnc~ease io Revenue (L35-L36) 

38 Total Required lnc~ease in Revenue (I26 + L29 f L37) 

~ l c u l a b o n  oflnmme Tax 
39 Revenue 
40 O~eratinq Expenses Excluding Income Taxes 
41 Synchro&d Interest ( L S )  
42 Arizona Taxable lnwme (L39 - L40 - L41) 
43 ATizma State Effecbve lnwme Tax Rate (SM wxk papen) 
44 Arizona Income Tar  (L42 x L43) 
45 Federal Taxable Income (L42- L44) 
46 Effedive Tax Rate (see work papers) 
47 Federal Income Tax 
48 
49 
50 
51 Total Federal Income Tax 
52 Combined Federal and Slate Income Tax (L44 + L47) 

100 0000% 
22.1447% 
77.8553% 
0.0000% 

0 0000% 

104 0000% 
3.0395% 

96 9605% 
19.7041 % 
19 1052% 

22 1447% 

100 0000% 
221447% 
17.8553% 

1.4874% 
1.1580% 

7 ,  ,"17% 

a 346,830 
a 395,119 

$ (60.2881 

s 95.237 
I 112.385 

S (17.1481 

a 2,256,141 

$ 
0 OOQO% 

J 

53 
54 BAI€RApplicable Federai Income Tar Rate [Cot [E]. Ut - cd. [E]. L511 I [col [El. L45 - cd. [SI. 1451 
55 

CelculaDon of Inreresf Synchronization [ T i  0 OWO% 0 OWO% 

Total 

19 7041% 

56 RateBase 
57 Wetghled Average Cost of Debt 
58 Synchiomred Interest (156 X 157) 



Vail Water Company 
Revenue Summary 

Test Year Ended December 31.201 1 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
45 
46 
47 

49 
50 

a 

18 

28 

38 

48 

Meter Size 
518x314 inch 
314 lnch 
1 inch 

518x314 Inch 
314 Inch 
1 lnch 
1/12 Inch 
2 Inch 

518x314 Inch 
314 inch 
1 Inch 
1/12 Inch 
2 Inch 

518x314 inch 
1 inch 
3 Inch 

Classification 
Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

Standpipe 
Standpipe 
Construction 

Subtotals of Revenues 
Revenue Annualizations: 
518x314 Inch 
314 inch 
1 Inch 

518x314 Inch 
314 Inch 
1 Inch 
1/12 Inch 
2 Inch 

518x314 inch 
314 Inch 
1 Inch 
1/12 Inch 
2 inch 

518x314 Inch 
1 Inch 
3 Inch 

Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

lnigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

Standpipe 
Standpipe 
Construction 

Subtotal Revenue Annualization 

Total Revenues w/Annualization 
Adjusted Misc Revenues 
Reconciling Amount 
Total Revenues 

Total Total 
Revenues Revenues 

at at 
Present Prooosed Dollar 

55,737 53,999 (1,738) 
2,132 1,975 (157) 

3,471 3,773 302 
I ,804 1,841 37 
4,172 4,035 (137) 

17,977 15,346 (2,631) 
67,893 57,822 (10,071) 

2,073 2,160 a7 
5,089 5,280 191 

17,540 16,901 (638) 
17,246 16,217 (1,029) 

113.577 115,693 2,116 

12,909 9,095 (3,813) 
2,256 1,991 (265) 

37,004 27,561 (9,442) 

$ 21,450 $ 20,276 $ (1,174) 
1,715 1,622 (93) 

Percent 
Chanae 

-2.97% 
-3.12% 
-7.38% 

8.71% 

-3.28% 

- 1 4.83% 

4.18% 

2.07% 

-14.64% 

3.75% 
-3.64% 
-5.96% 
1.86% 

-29.54% 
-11.74% 
-25.52% 

-3.75% 

-5.47% 
-5.45% 
0.00% 

7.60% 
1.23% 
0.00% 

-14.92% 
-14.84% 

0.29% 
2.11% 

-6.92% 
-9.19% 
-1.39% 

-29.35% 
0.00% 

-23.40% 

-0.77% 

Exhibit 
Rebuttal Schedule H-1 
Page 1 
Witness: Bourassa 

i 

$ 2,119,407 $ 2,040,728 $ (78,679) -3.71% 
214,637 214,637 0.00% 

Percent 
of 

Present 
Water 

Revenues 
74.04% 
2.39% 
0.09% 

0.15% 
0.08% 

0.77% 
0.18% 

2.91% 

0.09% 
0.22% 
0.75% 
0.74% 
4.86% 

0.55% 
0.10% 
1 . 5 8 ~ ~  

89.50% 

0.92% 
0.07% 
0.00% 

-0.0 1 % 
-0.0 1 % 
0.00% 
0.00% 
0.14% 

0.00% 
0.00% 
0.04% 

-0.09% 
0.49% 

0.01 % 
0.00% 

-0.3 1 % 

1.28% 

90.78% 
9.19% 
0.03% 

100.00% 

Percent 
of 

Proposed 
Water 

Revenues 
74.35% 

2.39% 
0.09% 

0.17% 
0.08% 
o . i a x  
0.68% 
2.56% 

0.10% 
0.23% 
0.75% 

5.13% 
0.72% 

0.40% 
0.09% 
1.22% 

8 9 . 1 4 ~ ~  

0.90% 
0.07% 
0.00% 

-0.01% 
-0.01% 
0.00% 
0.00% 
0.13% 

0.00% 
0.00% 
0.04% 

-0.08% 
0.50% 

0.01% 
0.00% 

-0.24% 

1.27% 

90.45% 
9.51% 
0.03% 

100.00% 
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Q- 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

11. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 

I am testiQing on behalf of the applicant, Vail Water Company. (“VWC” or the 

“Company”). 

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT 

TESTIMONY IN THIS DOCKET? 

Yes, my direct testimony was presented in two volumes. My background 

information and qualifications are set forth in the rate base and revenue 

requirement volume of my direct testimony. 

DID YOU ALSO PREPARE REBUTTAL TESTIMONY ON THOSE ISSUES 

IN THIS DOCKET? 

Yes, my rebuttal testimony on rate base, income statement, revenue requirement 

and rate design is being filed in a separate volume at the same time as this 

testimony. In this volume, I present my cost of capital rebuttal testimony. Also 

attached are two exhibits, which are discussed below. 

SUMMARY OF REBUTTAL TESTIMONY AND THE PROPOSED COST 
OF CAPITAL FOR THE COMPANY 

A. 

WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REBUTTAL 

TESTIMONY? 

I will provide updates of my cost of capital analysis and recommended rate of 

return using more recent financial data. I also will provide rebuttal as appropriate 

to the direct testimony of Staff witness John Cassidy. 

Summary of Company’s Rebuttal Recommendation 
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Q- 

A. 

Q. 

A. 

. 

HOW HAS THE INDICATED RETURN ON EQUITY CHANGED SINCE 

THE DIRECT PILING WAS MADE LAST AUGUST? 

The cost of equity has decreased somewhat since I prepared my cost of equity 

analysis in July 2012. The table below summarizes the results of my updated 

analysis using those models: 

Method 

Range DCF Constant Growth Estimates 

Range of CAPM Estimates 

Average of DCF and CAPM midpoint 

estimates 

Financial Risk Adjustment 

Specific Company Risk Premium 

Indicated Cost of Equity 

High Midpoint 

8.7% 9.7% 9.2% 

8.7% 12.7% 10.7% 

8.7% 1 1.2% 9.9% 

-0.8% -0.8% -0.8% 

1 .O% 1 .O% 1.0% 

8.6% 11.4% 10.1% 

The schedules containing my updated cost of capital analysis are attached to this 

rebuttal testimony. 

My 10.1 percent ROE recommendation balances my judgment about the 

degree of financial and business risk associated with an investment in VWC as well 

as consideration of the current economic environment. 

HAVE YOU UPDATED YOUR COST OF EQUITY ESTIMATE FOR SWC 

USING DIJFF& PHELPS RISK PREMIUM STUDY DATA? 

Yes, as shown in Rebuttal Exhibit TJB-COC-RB1. The 2012 Duff & Phelps 

Risk Premium Study data is now available, and I have updated my cost of equity 

estimate using this data. As I did in my direct testimony, I have included cost of 

2 
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Q. 

A. 

equity estimates for the water sample companies. These estimates have been 

adjusted for leverage (financial risk) differences between the companies in the size 

portfolios contained in the study and the water sample companies and VWC. 

Further, like the Build-up Method cost of equity estimate using the Morningstar 

data, the cost of equity estimates includes a water industry risk premium 

adjustment.' I have also used the most recent recommendations for the market risk 

premium from Duf f& PheZps for use with the study data. Based on various 

measures of size the results are as follows2: 

Stock 
Symbol 

AWR 

WTR 

CWT 

CTWS 

MSEX 

SJW 

Company 

American States Water Co. 

Aqua America 

California Water Services Group 

Connecticut Water Services 

Middlesex Water Company 

SJW Corp. 

Average 

Midpoint 

vwc 

cost  of 
Equity: 

9.88% 

8.21% 

10.69% 

12.28% 

11.60% 

1 1.79% 

1 0.74 Yo 

10.25% 

13.S8Yo 

HOW DO THE DUFF AND PHELPS COST OB EQUITY ESTIMATES 

COMPARE TO YOUR DCF AND CAPM RESULTS? 

The results of my DCF and CAPM analyses for the publicly traded water 

companies are lower than the results of the build-up method using the Duff& 

* Note that the risk premium for the water utility industry is negative indicating that water utilities are less 
risky than the market as a whole. 
*See Exhibit TJB-COC-RE3 1, Table 6. 

3 
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Q* 

A. 

Q. 

A. 

PheZps study data. The mid-point of my DCF and CAPM results is 10.1 percent 

which is somewhat below the midpoint of the ranges of estimates produced by the 

build-up method using the Duff& Phelps study data which range from 8.2 1 percent 

to 12.28 percent with a midpoint of 10.25 percent. Second, and more importantly, 

rny recommended ROE of 10.1 for VWC is well below the mid-point of the range 

of estimates for VWC using both build-up methods (one using the Morningstar 

data3 and the other using the Duff & PheZps study data) which range from 10.1 

percent to 13.58 percent with a mid-point of 11.8 percent. Accordingly, I find my 

recommendation of a 10.1 percent ROE appropriately conservative. 

DO THE COST OF EQUITY ESTIMATES BASED ON DUFF & PHELPS 

TAKE INTO CONSIDERATION THE DIFFERENCES IN LEVERAGE 

BETWEEN THE PUBLICLY TRADED SAMPLE WATER UTILITIES 

AND SWC? 

Yes. 

HAVE YOU ACCOUNTED FOR THE FACT THAT THE WATER 

UTILITY INDUSTRY IS LESS RISKY THAN THE MARKET? 

Yes. Based on the industry data, each of above estimates based on the Duff & 

Phelps risk premium study is adjusted downward for the water utility industry risk 

based upon the water industry risk premium found in M~rningstnr .~ As shown in 

Table 5 of Rebuttal Exhibit TJB-COC-RE3 1 , the appropriate downward industry 

risk premium adjustment is approximately 360 basis poir~ts .~ 

See Direct Testimony of Thomas J. Bourassa - Cost of Capital (“Bourassa COC Direct”) at 44-45. 
Morningstar, Ibbotson SBBI2013 Valuation Yearbook. Table 3-5. 

average. This is consistent with water utility beta’s being less than 1 .O. 

3 

4 

5 A downward market risk premium indicates the water utility industry is less risky than the market on 

4 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

WHAT WAS THE ASSUMED HISTORICAL MARKET RISK PREMIUM 

USED IN THE DUFF AND PHELPS STUDY AND YOUR ESTIMATED 

COST OF EQUITY? 

The Duff& Phelps study reflects an historical market risk premium of 4.5 percent 

from 1963 to 2012. I used a current market risk premium estimate of 5.0 percent 

for my calculations. The 5.0 percent is based on the current recommendations of 

the authors of the Duff& Phelps study for use with the study data6 In contrast, the 

long-horizon equity risk premia as determined by Morningstar is 6.7 p e r ~ e n t . ~  

THANK YOU. PLEASE SUMMARIZE YOUR RECOMMENDED 

REBUTTAL COST OF CAPITAL COMPONENTS. 

The Company’s recommended capital structure consists of 0 percent debt and 100 

percent common equity as shown on Rebuttal Schedule D- 1. Based on my updated 

cost of capital analysis, I am recommending a cost of equity of 10.1 percent. Based 

on my 10.1 percent recommended cost of equity, and a 0 percent debt and a 100 

percent equity capital structure, the Company’s weighted average cost of capital 

(“WACC”) is 10.1 percent, as shown on Rebuttal Schedule D-1. 

A. Summary of the Staff 

PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OF 

STAFF FOR THE JUTE OF RETURN ON FAIR VALUE RATE BASE. 

Staff is recommending a capital structure consisting of 0 percent debt and 100 

percent equity.* Staff determined a cost of equity of 9.1 percent based on the 

average cost of equity produced by its DCF and CAPM models and an upward 

6Duff& Phelps at 2. 
Morningstar.Ibbotson SBBI 201 3 Valuation Yearbook. Table A- 1. 
See Direct Testimony of John Cassidy (“Cassidy Direct”) at 34. 
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Q. 

A. 

Q. 

A. 

economic assessment adjustment.' Staff uses a sample of six publicly traded water 

utilities, the same as those I used in my analysis. Staff did not consider firm size or 

firm-specific risks in its analysis. Based on its capital structure recommendation, 

Staff determined the WACC for VWC to be 9.1 percent." 

PLEASE COMPARE THE PARTIES' RESPECTIVE COST OF EQUITY 

ESTIMATES AND RECOMMENDATIONS. 

The respective parties' cost of equity recommendations are summarized below: 

Party 

vwc 
Staff 

8. 

DCF CAPM Average Recommended 

8.7% 11.2% 9.9% 10.1% 

8.8% 8.2% 8.5% 9.1% 

Comments on the Cost of Equity Results and Recommendations of Staff 

HOW DO THE PARTIES' RECOMMENDATIONS COMPARE TO 

OTHER FORECASTS OF COMMON EQUITY RETURNS AND 

CURRENTLY AUTHORIZED RETURNS? 

Value Line, a reputable publication used by the Company and Staff cost of capital 

witnesses, publishes forecasts of returns on common equity for larger publicly 

traded water companies. These water utilities are included in my sample group and 

Staffs sample groups. Value Line (January 18, 2013) projects the following 

returns on equity for those water utilities: 

American States Water ( A m )  12,0% 

Aqua America (WTR) 12.5% 

'Id. 
' Id. 
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Q. 

A. 

California Water (CWT) 

Connecticut Water (CTWS 

Middlesex Water (MSEX) 

SJW Corp. (SJW) 

Average 

10.5% 

10.5% 

9.0% 

7 .O% 

10.3% 

Furthermore, the currently authorized ROE’S for the sample water utility 

companies as reported by AUS Utility Reports (January 2013) average 10.03 

percent. Thcy are as follows: 

American States Water (WTR) 9.99% 

Aqua America (WTR) 10.33% 

California Water (CWT) 9.99% 

Connecticut Water (CTWS) 9.75% 

Middlesex Water (MSEX) 10.15% 

SJW Corp. (SJW) 9.99% 

Average 10.03% 

DO INVESTORS CARE ABOUT THE RETURN ON EQUITY THAT A 

COMPANY IS EARNING AND IS PROJECTED TO EARN? 

Of course, if they are looking to make sound investments. Returns on equity, 

earnings per share, and stock price/earnings ratios are widely followed and reported 

by investment sen7ices, business magazines, and other financial media outlets. A 

company’s earnings play a major role in any investment decision. The higher the 

return on equity, the greater the company’s earnings and funds are available to pay 

dividends and to reinvest in capital projects. 

7 
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In the instant case, we are attempting to establish a fair and reasonable 

return on equity for VWC which will in turn be used to establish a rate of return on 

the fair value of VWC property devoted to public service. That rate base is an 

accounting or book rate base. The rate base has not been adjusted to reflect the 

current market value of the utility plant and assets devoted to public service. In 

other words, Staff is applying a market return derived from a finance model to the 

Company’s book equity, which in turn is financing a book rate base. Thus, Staff is 

ignoring the fact that a firm’s earnings, whether they are reported as the return on 

equity or as earnings per share, are also based on accounting data, as opposed to 

market data. For example, earning per share (“EPS”) is calculated by dividing net 

income into the number of shares outstanding. The current market price of those 

shares is irrelevant to that calculation. 

WHAT ELSE IS THE RELEVANCE OF ALL THESE PROJECTED BOOK 

RETURNS, MR. BOURASSA? 

In this case, comparison to these proxies readily illustrates that Staffs return is 93 

basis points lower than the average of the currently authorized returns and 120 

basis points below the average of the 3-5 year expected returns of the publicly 

traded utilities Staff uses to estimate the cost of equity for VWC. Regardless of the 

particular finance model being used, the results of the model should be reasonable 

and generally consistent with the returns on equity actually being earned or 

projected to earn. 

THANK YOU. HOW DO THE PARTIES’ RECOMMENDATIONS 

COMPARE TO THE DUFF & PHELPS RISK PREMIUM STUDY DATA? 

8 
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A. 

Q. 

A. 

The build-up method cost of equity average estimate using the Duff& PheZps study 

data is 10.74 percent. This is 164 basis points higher than Staffs recommendation 

of 9.1 percent and 64 basis points higher than my recommendation of 10.1 percent. 

WHAT ABOUT SIZE-BASED METRICS LIKE NET PLANT AND TOTAL 

REVENUES, DO THOSE FACTOR IN UNDER THE BUILD-UP 

METHOD? 

Not directly; however, these metrics confirm the results. Below is a table using the 

two common metrics of size as reported by AUS Utility Reports (March 2013) 

compared with the results of my cost of equity analysis based on the Duff& Phelps 

study. 

Water Utility 
American States Water (WTR) 
Aqua America (WTR) 
California Water (CWT) 
Connecticut Water (CTWS) 
Middlesex Water (MSEX) 
SJW Coy.  (SJW) 
Average 

Net Plant 
($ millions) 

$ 912.0 

$3,863.4 
$1,443.1 

$ 422.6 

$ 433.3 

$ 870.5 
$1,324.2 

Size 
Rank 

by 
plant 

3 
1 

2 

6 
5 
4 

Revenue 
($ millions) 
$ 449.7 
$ 755.7 

$ 541.5 

$ 79.8 

$ 106.6 
$ 261.4 

$ 365.8 

Size 
Rank 

by 
Rev. 

3 
1 
2 
6 
5 
4 

Duff & 
Phelps 
COE 
9.88% 
8.21% 

10.69% 

12.28% 
1 1.60% 

1 1.79% 

10.74% 

Lowest 
to 

Highest 
COE 

2 
1 

3 

6 
4 

5 

vwc $ 16.5 $ 2.3 13.78% 
(at December 3 1,20 12) 

What this illustrates is that, despite the fact that neither net plant nor revenues were 

considered as measures of size using the build-up method, the cost of equity results 

shew that as the size of the utility increases so does the cost of equity. This is as 

expected and is consistent with the empirical financial data found in Morningstar. 

The average net plant for the publicly traded water utilities is over 80 times 

There is a that of VWC and the average total revenues are over 156 times. 
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Q. 

A. 

Q. 

A. 

significant size difference and one would expect the cost of equity estimate for 

VWC to be much higher, and it is. Therefore, it is again confirmed that these large 

publicly traded utilities are less risky than VWC. In the real world, VWC has a 

cost of equity that is higher than the large publicly traded utilities. 

PLEASE SUMMARIZE. THE RECOMMENDED RETURNS OF THE 

PARTIES, EXPECTED BOOK RETURNS, AUTHORIZED RETURNS, 

AND RETURNS BASED ON THE DUFF & PHELPS STUDY. 

The following table summarizes the equity returns recommended by each of the 

parties with the forgoing expected book returns, authorized returns, and returns 

based upon size (Duff& Phelps) for the publicly traded utilities: 

Cost of Equity 
Staff recommendation 9.10% 

10.10% VWC recommendation 
Mid-point of DCF and CAPM (Water Utilities) 9.90% 
Expected Book Returns (Water Utilities) 10.30% 
Authorized Returns (Water Utilities) 10.03% 
Duff & Phelps (Water Utilities) 10.74% 

The foregoing data provide clear evidence that the Staff recommendations for 

VWC is simply too low. At the end of the day, when all the expert and lawyer 

wrangling over inputs and assumptions is done, the results should still pass the 

simple, common-sense “smell test”, and the Staff recommendation doesn’t pass 

that test. 

PLEASE COMMENT THE STAFF PROPOSED ECONOMIC 

ASSESSMENT ADJUSTMENT. 

Mr. Cassidy’s DCF and CAPM results produce a 8.5 percent average ROE. Mr. 

Cassidy then adds an economic assessment adjustment of 60 basis points to achieve 

his recommended 9.1 ROE, The economic assessment adjustment appears to be 

Mr. Cassidy’s acknowledgment that the results of his models are unreasonably low. 
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A. 

But even if Mr. Cassidy adds his economic assessment adjustment, his 

recommendation of 9.1 percent does not pass the “smell test” when compared to 

the projected and authorized returns for the sample publicly traded utility 

companies. 

THANK YOU. TURNING NOW TO MR. CASSIDY’S CRITICISMS OF 

YOU FOR CONSIDERING THE DIFFERENCES IN RISK DUE TO THE 

SIZE OF VWC COMPARED TO THE PUBLICLY TRADED SAMPLE 

UTILITIES. PLEASE COMMENT. 

Mr. Cassidy does not dispute that smaller companies are more risky than larger 

companies. Staff simply opines the Commission has not allowed a risk premium 

for size in the past.” Frankly, it is so astonishing that the process in Arizona has, 

heretofore, ignored what the rest of the financial world knows - that size matters - 

I simply cannot avoid discussing it without me having to question my own integrity 

as a cost of capital expert. 

OKAY, WHY DOES SIZE MATTER IN AN ANALYSIS OF A UTILITY’S 

COST OF CAPITAL? 

There are many reasons why smaller utilities are more risky than larger utilities. 

I have discussed these reasons extensively in my direct testimony and will not 

repeat that testimony here.12 The simple fact is that a rational investor is not going 

to view an equity investment in VWC as having Xhe same risk as the purchase of 

publicly traded stock in a substantially larger utility such as Aqua America, 

American States Water or California Water Service. That does not mean we can’t 

use the sample companies as proxies, it means we can’t ignore the plethora of 

Cassidy Direct at 43. 
Bourassa COC Direct at 17-23,4041. 
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Q. 

evidence that firm size does matter. If the differences in risk between small 

utilities like VWC and the large, publicly traded water utilities used to estimate the 

cost of equity are ignored, VWC's equity cost will be understated and 

unreasonable. 

IS FIRM SIZE A UNIQIJE RISK? 

No. The firm size is a systematic risk factor.I3 We know that based on empirical 

financial data that the firm size phenomenon in the market is real. Moreover, we 

know that the capital asset pricing model is incomplete and does not h l ly  account 

for the higher returns on small company stocks. In other words, the higher risks 

associated with smaller firms is not fblly accounted for by beta. 

With respect to the relationship between firm size and return, Morningstar 

states : ' 
One of the most remarkable discoveries of modern finance is 
that of a relationship between firm size and return. The 
relationship cuts across the entire size spectrum but is most 
evident among smaller companies which have hi her returns 
than larger ones. Many studies have looked at t a e effect of 
firm size and return.. . 

With respect to the CAPM, Morningstar states:15 

The firm size phenomenon is remarkable in several ways. 
First, the greater risk of small stocks does not, in the context 
of the capital asset pricing model (CAPM), fully account for 
their higher returns over the long term. In the CAPM only 
systematic, or beta risk, is rewarded; small company stocks 
have had returns in excess of those implied by their betas. 

AT PAGE 43, MR. CASSIDY SUGGESTS WATER AND OTHER SMALL 

FIRMS DO NOT REQUIRE A RISK PREMIUM BECAUSE SUCH RISKS 

I3Shannon P. Pratt and Roger J. Grabowski. Cost of Capital: Applications and Examples, Fourth Edition. 
John Wiley and Sons, 2010.p. 56. 

Morningstar, Ibbotson SBBI 2012 Valuation Yearbook, at 85. 
Id. at 88. 
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Q. 

A. 

ARE UNSYSTEMATIC AND THUS CAN BE DIVERSIFIED AWAY. IS HE 

CORRECT? 

No. Mr. Cassidy misunderstands this issue. The D u f &  PheZps study confirms that 

even a well-diversified portfolio of smalI firms is still more risky than a well- 

diversified portfolio of larger firms. Based on studies in Momixgstar, which I 

discuss on page 33-34 of my direct testimony, the CAPM does not fully explain the 

differences in risk between large and small firms. Appropriate CAPM models 

should include size as an explanatory value, i s . ,  

Cost of Equity = risk-free rate + J31 *MRP + Pz*size risk premium 

Size is a second “systematic” risk factor. Based on these alternative versions of the 

CAPM diversification cannot eliminate the risk of a company from being smaller 

than the average. Mr. Cassidy’s testimony does not justify ignoring the additional 

risk of SWC that stems from it being smaller than the publicly traded water utilities 

in his proxy group. 

ON PAGE 36 OF HIS TESTIMONY, MR. CASSIDY CRITICIZES YOU 

FOR RELYING EXCLUSIVELY ON ANALYSTS FORECASTS OF 

GROWTH. IS THIS TRUE? 

No. I rely on both historical growth rates and forecasts of growth. I just give more 

weight to the analyst forecasts of growth. Mr. Cassidy’s criticism contradicts his 

subsequent testimony that I give greater weight to analysts’ estimates of growth 

which recognizes I rely on both historical and forecasted growth. 
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Q. 

A. 

Q- 

A. 

ON PAGE 38 AND 39 OF HIS TESTIMONY, MR. CASSIDY CRITICIZES 

YOU FOR GIVING GREATER WEIGHT TO ANALYSTS FORECASTS OF 

GROWTH. PLEASE COMMENT. 

I do give more weight to the analyst forecasts of growth. That fact is not a secret.16 

It is important to note that while Mr. Cassidy disagrees with the additional weight I 

give the analyst forecasts, he does not say these forecasts have no merit. The 

dispute between Mi. Cassidy and me comes down to something between 50 

percent and my “greater” emphasis. In my direct testimony, I explained why a 

weight greater than 50 percent should be given to analysts’  estimate^.'^ 
ARE ANALYSTS’ FORECAST ESTIMATES OF GROWTH FOR 

UTILITIES UPWARDLY BIASED? 

No. Analyst’s estimates of EPS growth for utilities are not upwardly biased. Dr. 

Thomas Zepp presented studies in the recent Arizona Water Company rate case that 

analysts’ forecasts of growth for utilities are not upwardly biased once differences 

in expected inflation are taken into account, and he concluded Mi.  Cassidy’s claims 

of consistent upward bias in analyst forecasts of growth for utilities were not 

supported.” Staff did not dispute Dr. Zepp’s studies and testimony on this subject. 

Whether you agree with Dr. Zepp’s studies and conclusions or not, analysts’ 

estimates of growth have been shown to be superior to historically based estimates 

of growth for use in the DCF for utility stocks. The study by Gordon, Gordon and 

Gould”, discussed in my direct testimony at page 30, found analysts’ estimates of 

EPS growth for the next five years provide a more useful estimate of growth 

Bourassa COC Direct at 30-3 1. 
”Id. at 30. 
“See Rebuttal Testimony of Thomas M. Zepp at 35-37 in Docket No. W-O1445A-11-3 10. 
lgDavid A. Gordon, Myron J. Gordon and Lawrence I Gould, “Choice Among Methods of Estimating 
Share Yield,” Journal of Portfolio Management (Spring 1989) 50-55 
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Q. 

A. 

Q. 

A. 

required in the DCF model than three different historical measures of growth 

(historical EPS, historical DPS, and historical retention growth). They explain that 

this result makes sense because analysts would take into account such past growth 

as indicators of hture growth as well as any new information. 

The Gordon, Gordon, and Gould study as well as the Zepp studies cast 

doubt on whether Mr. Cassidy suggestion that the studies of analysts’ forecasts in 

general provides evidence that analysts provide poor forecasts of EPS growth for 

utility stocks. 

ARE THERE REASONS WHY ANALYSTS’ ESTIMATES ARE NOT 

UPWARDLY BIASED? 

Yes. Sources of forecast earnings growth information such as Value Line are in the 

business of selling information to investors. Value Line, Yahoo Finance, and 

Reuters, to name a few, do not sell stock and there is no incentive to provide 

inaccurate, upwardly biased forecasts. If this were the case, investors would not 

continue to buy subscriptions. 

WHY IS EARNINGS GROWTH A MEANINGFUL GUIDE TO 

INVESTORS’ LONG-TERM GROWTH EXPECTATIONS? 

It is growth in earnings, after all, that will support hture dividends and share 

prices. There is an abundance of evidence attesting to the importance of earnings 

in assessing investor expectations. The sheer volume of earnings forecasts 

available from the investment community relative to the scarcity of dividend 

forecasts attests to their importance. Value Line, Yahoo, and Reuters all provide 

comprehensive information on investor’s earnings forecasts. Value Line ’s 

principle investment rating assigned to individual stocks, Timeliness Rank, is based 

primarily on earnings. These investment information providers focus on earnings 
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Q. 

A,  

growth rather that dividend growth which indicates the investment community 

places greater importance to earnings as a measure on future long-term growth. 

DOES THE ACCURACY OF ANALYSTS’ FORECAST MATTER IF 

INVESTORS RELY ON ANALYSTS’ FORECASTS? 

No. Regardless of whether you agree or disagree with the accuracy of analysts’ 

forecasts, the level of accuracy is an after-the-fact evaluation with little relevance 

to the issues at hand here. Dr. Morin states: 

Because of the dominance of institutional investors and their 
influence on individual investors, analysts’ forecasts of long- 
run growth rates provide a sound basis for estimating required 
returns. Financial analysts exert a strong influence on the 
expectations of many investors who do not possess the 
resources to make their own forecasts, that is, they are a cause 
of g The accuracy of these forecasts in the sense of 
whether they turn out to be correct is not at issue here, as 
long as they reflect widely held ex ectations. As long as the 

consistent with current stock price levels, they are relevant. 
The use of analysts’ forecasts in the DCF model is sometimes 
denounced on the grounds that it is difficult to forecast 
earnings and dividends for only one year, let alone for longer 
time periods. This objection is unfounded, however, 
because it is present investor expectations that are being 
priced; it is the consensus forecast that is embedded in price 
and therefore in re uired return, ag,d not the future as it 
will turn out to be. P emphasis added) 

forecasts are typical and/or in fr uential in that they are 

What really matters is that analysts’ forecasts strongly influence investors and 

hence the market prices they are willing to pay for stocks. Analysts’ growth rates 

influence the prices investors will pay for stocks and thus impact the dividend 

yiefds. The dividend yields change until the sum of the dividend yield plus the 

growth rate equals investors’ perceived cost of equity. Had the growth forecasts 

been lower - as Mr. Cassidy suggests they should be - the stock prices would be 

Roger A. Morin. New Regulatory Finance (2006) 298. 
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Q* 

A. 

Q* 

A. 

lower and dividend yields would be higher, but there would not necessarily be any 

difference in the ultimate estimate of the cost of equity. 

HAS MR. CASSIDY OFFERED ANY EVIDENCE THAT INVESTORS DO 

NOT RELY ON ANALYST ESTIMATES? 

No. Nor does he offer any evidence of the extent investors rely on historical 

growth or on analyst estimates of future growth. Mr. Cassidy offers no quantitative 

or conceptual argument to rebut the conclusions of Gordon, Gordon, and Gould, 

and offers no evidence that any of the measures of past growth he has used - 

historical EPS, historical DPS, historical sustainable growth - provide a better 

forecast of future growth for utilities than analysts’ estimates of EPS growth. 

The bottom line - Mr. Cassidy is using Staffs inputs into the DCF model 

mechanically without considering the reasons for using those inputs. And Staffs 

inputs have long been skewed to give less weight to the best estimate of future 

growth in an effort to keep down the cost of equity. 

ON PAGE 42 OF HIS TESTIMONY, MR. CASSIDY ALSO CRITICIZES 

YOU FOR USING FORECASTED INTEREST RATES FOR THE RISK- 

FREE RATE IN YOUR CAPM. PLEASE RESPOND. 

I use both a current interest rate as well as forecasted interest rates on 30 year U.S. 

Treasury Bonds as a proxy to my risk-free rate. The CAPM is a prospective 

model, and like analysts’ forecasts of growth, I believe investors rely on this 

forward-looking information. If investors did not rely on this information Value 

Line, Blue Chip and others would not provide this information. Mr. Cassidy 

provides no evidence that investors do not rely on this information. This is just 
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A. 

Q. 

A. 

another disagreement between Mr. Cassidy and me regarding the inputs to the 

models. 

DO YOU AGREE WITH MR. CASSIDY THAT AN INCREASE IN THE 

PRICE OF A SHARE OF STOCK NECESSARILY REFLECTS A 

DECREASE IN THE COST OF EQUITY? 

No. From the standpoint of an investor, a true market rate of return would take into 

account both anticipated dividends and capital gains resulting from future changes 

in the price of stock. I expect Mr. Cassidy to agree with me that the cost of equity 

is the compensation investors expect for bearing the risk of ownership of a stock, 

That compensation includes capital gains. So, despite the dividend yield going 

down when the price of a share rises, it does not necessarily translate to a drop in 

the cost of equity. 

MR. CASSIDY BASES ONE OF HIS CAPM ESTIMATES ON RATES FOR 

INTERMEDIATE-TERM TREASURY SECURITIES AND ONE ON RATES 

FOR LONG-TERM TREASURY SECURITIES. SHOULD RATES FOR 

INTERMEDIATE-TERM TREASURIES BE USED IN A CAPM 

ANALYSIS? 

No. It is inappropriate to use either a short-term or an intermediate-term Treasury 

security to determine the value of the risk-free rate. Morningstar explains the 

appropriate choice for the risk-free rate is no less than the expected return for long- 

term Treasury security. 

The horizon of the chosen Treasury security should 
match the horizon on whatever is being valued. When 
valuing a business that is being treated as a going 
concern, the appropriate Treasury yield should be that 
of a long-term Treasury bond. Note that the horizon is 
a function of the investment, not the investor. If an 
investor plan to hold stock in a company for only five 
years, the yield on a five-year Treasury note would not 
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Q. 

A. 

be appro riate since the company will continue to exist 

Companies are entities that generally have no 
defined life span; when determining a company’s 
value, it is important to use a long-term discount rate 
because2;he life of the company is assumed to be 
infinite. 

beyond t t: ose five years.. 

As Dr. Morin concurs with Morningstar and states: 

At the conceptual level, because common stock is a 
long-term investment and because cash flows to 
investors in the form of dividends last indefinitely, the 
yield on very long-term government bonds, namely the 
30-year Treasury bonds, is the best measure of the risk 
free rate for use in the CAPM and risk premium 
methods. The expected stock return is based upon 
long-term cash flows, regardless of an individual’s 
holding period. Utility asset investments generally 
have long-term useful lives and should be 
correspondingly matched with longer-term maturity 
financing instruments. Moreover, short-term 
Treasury bill yields reflect the impact of factors 
different from those influencing the yields on longer 
term yyurities such as common stock.(emphasis 
addea) 

ARE THERE OTHER REASONS FOR NOT USING SHORT-TERM OR 

INTERMEDIATE-TERM TREASURY SECURITIES? 

Yes. According to Dr. Morin, “short-term rates are volatile, fluctuate widely, and 

are subject to more random disturbances than long-term rates leading to volatile 

and unreliable equity He goes on to state that “on grounds of stability 

and consistency, the yields on long-term Treasury bonds match more closely with 

expected common stock For example, the Federal Reserve has 

announced that it will continue to hold interest rates down to support economic 

Morningstar, supra at 44, 55. 
Morin, supra at 15 1 - 152. 

21 

22 

231d. at 152. 
241d. 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

QQ 

A. 

Q. 
A. 

Q. 

A. 

recovery, resulting in extremely low short- and intermediate-term Treasury rates - 

precisely the type of manipulation that Dr. Morin warns of in his text on regulatory 

finance, quoted above.25 

ON PAGE 39 AND 40 OF MR. CASSIDY’S TESTIMONY, HE STATES 

THE DIVIDEND YIELD IN YOUR DIRECT TESTIMONY WAS 

OVERSTATED BECAUSE OF INCORRECT SPOT SHARE PRICES. 

PLEASE COMMENT. 

It is true that my spot prices were for not the spot prices for the date indicated in 

my schedules. This was due to linking error to the underlying Vulue Line Analyzer 

data which I employed. Correcting this error would have reduced my expected 

dividend yield by about 20 basis points and lowered my DCF results by the same. 

However, my recommendation of 10.4 percent would not have changed. 

WHY NOT? 

Because correcting the spot prices, which are generally higher, would have 

increased the market-to-book ratios which in turn would have reduced my market 

based Hamada financial risk adjustment by about 20 basis points. 

ON PAGE 42 AND 43 OF MR. CASSIDY’S TESTIMONY, HE STATES 

YOUR CURRENT MARKET RISK PREMIUM AND YOUR 3-5 YEAR 

PRICE APPRECIATION ESTIMATE ARE OVER-STATED. PLEASE 

COMMENT. 

Mr. Cassidy is correct that both my market dividend yield and my market 3-5 year 

price appreciation as shown on Schedule D-411 are higher than his spot dividend 

yield and spot 3-5 year price appreciation but this does not mean my they are over- 

See, e.g., Blue Chip Financial Forecasts, February, 20 13. 25 
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Q. 
A. 

stated, nor is my resulting current market risk premium (“MRP”) over-stated. Hac 

Mr. Cassidy computed his current M R P  in the same frame as I did, he would have 

computed a similar result. The current M R P  used in my rebuttal analysis is 12.35 

percent which is an average of the prior 3 months which ranged from 1 1.52 perceni 

to 12.90 percent. As I stated in my direct testimony, I do not use spot dividend 

yields or spot 3-5 year price appreciation to estimate my current MRP because spol 

rates cause significant volatility in the computed current M W . 2 6  As you will find 

in Rebuttal Schedule D-4.11, the current market risk premium estimates fluctuate 

significantly over-time. I prefer to use averages of several months; typically 3-12 

months depending on the prevailing trend in the current market risk premium 

which help to eliminate the volatility. I believe my approach provides a more 

stable measurement of the current market risk premium. For example, if the 

current market risk premium were measured using the spot rate approach for April 

201 1, the current market risk premium would have been 7.82 percent. The current 

MRP is would have been significantly higher the current MRP was measured just a 

few month earlier or just a few month later. For example, the February 201 1 

current MRP was 1 1.26 percent and the July 20 1 1 current MRP was 13.82 percent. 

The current MRP averaged over 15 percent in the 12 months following February 

2011. 

DO YOU HAVE ANY FURTHER COMMENTS? 

Just that as I testified above, when all the numbers and models and financial theory 

are set aside, Staffs recommendation is far too low to pass the smell test and 

should be rejected. 

Bourassa COC Direct at 36. 26 
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Q* 

A. 

WELL MR.  BOURASSA, YOU ADMIT THAT THE COMMISSION HAS 

NOT ADOPTED YOUR RECOMMENDATIONS BEFORE, DON’T YOU? 

WHY SHOULD THIS TIME BE DIFFERENT? 

I can only note that each Commission reviews every rate case on its own merits, or 

And I have made more chagges to my 

approach on cost of capital than I can possibly recall in response to many of my 

arguments being rejected. I have recognized a lot of realities of ratemaking and 

tried to find a reasonable balance with financial theory and financial reality. I will 

continue to ask the Commission to appropriately balance ratemaking and finance 

and the interests of shareholders and ratepayers. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY ON COST OF 

CAPITAL? 

Yes, although my silence on any of the issues, matters or findings addressed in the 

testimony of Staff does not constitute my acceptance of their positions on such 

issues, matters or findings. 

case-by-case” as Staff likes to say. c c  
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Vail Water Company 
Test Year Ended December 31,201 1 

Cost of Preferred Stock 

Exhibit 
Rebuttal Schedule D-3 
Page 1 
Witness: Bourassa 

End of Test Year End of Proiected Year 

Description Shares Dividend Shares Dividend 
of Issue Outstanding Amount Requirement Outstanding Amount Requirement 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

SUPPORTING SCHEDULES: 
E-I  

RECAP SCHEDULES: 
D-I 



Vail Water Company 
Test Year Ended December 31,201 1 

Cost of Common Equity 

Exhibit 
Rebuttal Schedule D-4 
Page 1 
Witness: Bourassa 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 SUPPORT1 NG SCHEDULES: 
18 0-4.1 to D-4.16 
19 
20 

The Company is proposing a cost of common equity of 10.10% 

a 

RECAP SCHEDULES: 
D-I 
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[NTRODUCTION AND QUALIFICATIONS 

Q. 
A. 

Q .  
4. 

2. 

4. 

2. 

i. 

2. 
1. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Kara D. Festa, P.E., and my business address is 4001 E. Paradise Falls Drive, 

Tucson, Arizona, 85712. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by WestLand Resources, Inc. (WestLand), as a civil engineer, and I am a 

principal of the company. 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

WORK EXPERIENCE. 

I have a Bachelors degree in Civil Engineering and Masters degree in Environmental 

Engineering from the University of Arizona. I have been working in the engineering 

field, primarily in water and wastewater planning and design, for 17 years, 14 of those 

years at WestLand. I am Registered Professional Engineer in Arizona and New Mexico. 

PLEASE DESCRIBE YOUR INVOLVEMENT WITH PREVIOUS WORK FOR 

VAIL WATER COMPANY. 

I have been working on water system engineering projects with Vail Water Company 

(Company) since 1998, as a project engineer, project manager, and then in my capacity as 

a principal with WestLand. My work with Company has included water system 

hydraulic modeling and master planning, design for pipelines, booster stations, reservoirs, 

and wells, and general operational and engineering assistance. In addition, I have assisted 

the water- company during well outages, to help with troubleshooting, selection of new 

well equipment, review of well videos and providing engineering recommendations. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

My testimony presents my professional opinion as to the capacity of well inii-astructure 

and overall capacity and reliability of the Company well supplies, and whether Well No. 
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1. 

Q. 

4. 

Q. 

4. 

2. 

i. 

6 is excess capacity or would be considered necessary to meet the water demand of the 

Company system. 

RESPONSE TO COMMISSION STAFF REGARDING EXCESS CAPACITY 

WHAT INFORMATION AND/OR RECORDS DID YOU REVIEW FOR THIS 

TESTIMONY? 

I reviewed well capacity and demand information from 201 1 and 20 12, as well as the 

testimony and Staff Report prepared by Marlin Scott Jr. 

PLEASE SUMMARIZE YOUR CONCLUSIONS REGARDING THE MATTERS 

ADDRESSED IN YOUR TESTIMONY. 

I have concluded from my review that Well No. 6 is not excess capacity, but is a needed 

facility in the Vail Water Company system. The main reasons relate to the actual 

available flow from each well, the configuration of the water system and availability and 

function of the wells to serve various areas of the water system, and the demands placed 

on the well source system. 

CAN YOU FIRST EXPLAIN THE ACTUAL FLOW AVAILABLE FROM EACH 

WELL? 

Yes. The Staff Report based the calculations about the water system on the recorded 

capacity of the wells when those facilities were placed in service, as noted in historical 

documentation (Page 1, Table 1). In reality, most well pumping capacity is not consistent 

over time, and typically the available capacity from a well will drop over time as the well 

pump and casing age. This occurs for a variety of reasons, the most common being the 

growth of deposits on the interior of the casing that reduce the available flow into the 

well, and wear to the moving parts of the pump due to sand or other materials running 

through the pump. When we review the ability of a well system to serve the demands of 

the current water system, we need to consider what the pumps are actually capable of 
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providing at the currer time, not what the well might have been capable of producing 

when the equipment was newly installed. Often, the well casing and pump can be 

rehabilitated or the pumping equipment replaced to reclaim lost pumping capacity, but 

this requires a significant investment in time and funds, and the need for well and pump 

i-ehzbilitation must be weighed against the costs and complzted when economically 

viable. 

The current equipped and available capacities of each well are provided in the table 

below: 

Well No. GPM 

550 

810 

650 

830/1,200* 

3,210* 

* Well No. 8 is currently out of service. Well No. 8 was producing 830 gpm prior to the 

planned outage. The new pump capacity is expected to be 1,200 gpm following well 

rehabilitation and pump replacement. 

AS AN ENGINEER REVIEWING THE CAPACITY IN THE WATER SYSTEM, 

HOW DO YOU TYPICALLY DETERMINE WHAT WELL CAPACITY 

SHOULD BE PROVIDED? 

A water company must have sufficient well capacity to meet the peak day usage, also 

called Peak Day Demand, because the water supply source has to be able to keep up with 

the demands of the water system during the highest demand days of the year. This 

typically occurs during early summer. There can be a series of days of very high demand 
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where the water company is pumping at or near Peak Day Demand values for a sustainec 

period. In that situation, the wells would need to be running for sustained periods just to 

meet system demands. And in reality, due to the variability of demand over the day and 

available reservoir capacity to accept the well supply, the wells may not be able to run all 

thc time, even on Peak Day. 

Because of how a water system operates, we always need to have, at a minimum, at least 

enough well capacity to meet Peak Day Demand. Because we also never know when a 

well outage will occur due to pumping or electrical equipment or casing issues, the 

accepted engineering recommendation is to be able to supply Peak Day Demand with the 

largest well out of service. 

I would also like to point out that Peak Day Demand should not be confused with other 

types of peaking calculations. For example, the “highest peak use” per customer 

provided in the Staff Report (Page 5,  System Analysis) is the Average Day of the Peak 

Month of water sales, rather than the Peak Day usage of well pumping demands. Peak 

Day Demand is generally assumed to be as much as 1.5 times higher than the Average 

Day of the Peak Month usage. The peak usage provided in that section of the Staff 

Report is also based on customer use, rather than well pumping, which doesn’t account 

for any lost and unaccounted for uses. The actual available well capacity should be based 

on the Peak Daily Demand of the water system, not only customer sales, and especially 

not customer sales on average during the highest month, which would considerably 

underestimate the actual peak demand on the water system’s well sources. 

WHY DO THE WELL SIZING CRITERIA CONSIDER THE SITUATION WITH 

THE LARGEST WELL OUT OF SERVICE? 

Well outages can occur at any time, especially during high demand periods when the 

wells are being placed under significant stress, such as summer peak usage periods. 
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Because the total well capacity within a water system is not always available, we have to 

plan for this reality in the design and operation of water systems, so that service to 

customers is reliable. 

WHEN PUMP OR WELL ISSUES CAUSE A WELL OUTAGE TO OCCUR, 

HOW LONG COULD A WELL BE OUT OF SERVICE? 

It can vary from a few days to a few weeks for a mechanical or electrical failure, and 

from a few weeks to a month or more for pump and casing inspection, rehabilitation, and 

repairs. For example, the water company recently took Well No. 8 out of service to assess 

the pump due to a noted issue with the equipment. The company brushed and bailed the 

well due to deposits inside the casing which had caused reduced pumping capacity, 

replaced the pump and sections of column, tube and shaft that were not suitable for 

continued use, and lowered the pump setting 50 feet. The well has currently been out of 

service for approximately six weeks, and is expected to be back in service within 

approximately the next two weeks. Well No. 8 was taken out of service voluntarily, and 

the water company elected to do this work before the high-use summer period, to reduce 

the potential for a well outage during that period. It is best when well outages can be 

scheduled at the water company’s convenience, but this is not always possible due to 

unexpected issues that occur, especially when wells and pumps are heavily used, as 

happens in the summer months. 

WHAT ELSE IS IMPORTANT TO UNDERSTAND ABOUT THIS WATER 

SYSTEM IN REVIEWLNG WELL CAPACITY? 

On critical point in reviewing the well capacity is the actual configuration of the water 

system, and where the wells are located. The Vail Water Company system is divided into 

two main areas, the North Service Area and the South Service Area, divided by the 

Southern Pacific Railroad. There is a pipeline between these two service areas, but 
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because of the location and configuration of the booster stations within the water system, 

water can be moved fiom North Service Area to the South Service Area, but the water 

system isn’t configured to move water from the South Service Area to the North Service 

Area. 

Well No. 3 is located in the South Service Area, which means that Well No. 3 capacity 

can only serve into the South Service Area, and isn’t available to the North Service Area. 

Well Nos. 5 ,  6, and 8 are in the North Service Area, and this well capacity can also be 

transferred to the South Service Area using the 1-3380 Zone Booster Station. 

Another point of note is that the capacity of Well No. 5 serves a somewhat unusual 

function in this water system. In most water systems, well capacity is not directly used to 

provide fire flow to a water system. Pressure and fire flow generally come from a 

combination of reservoirs located at a high water elevation above the water system or 

booster stations that pressurize the water system. However, because of the configuration 

of the Vail Water Company system, and long pipelines leading from the water system’s I 

Zone reservoirs to the subdivisions and school in the vicinity of Well No. 5 ,  there were 

noted and significant low pressure problems in that area prior to the installation of Well 

No. 5. Part of the function of Well No. 5 is to operate during high demand periods to 

help increase the pressure in that area of the water system. The controls for Well No. 5 

are designed to respond both to the remote reservoir level for reservoir filling, and to the 

local pressure in the area of the well. The purpose for equipping and connecting Well 

No. 5 to the water system was not solely for source water to the system, but also to serve 

this supplemental pressure requirement. 

HOW IS THE WATER SYSTEM DEMAND BROKEN UP BETWEEN THE 

NORTH SERVICE AREA AND THE SOUTH SERVICE AREA? 
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A. 

2. 
9. 

2. 

4. 

Based on data from the water company regarding the customer breakdown between the 

North and South Service areas, the demand of the South Service area is calculated to be 

approximately 32 percent of the water system demand, and the demand of the North 

Service Area is approximately 68 percent of the water system demand. The annual 

pumping reported of 3 82,2 10,000 gallons calculates to an average daily demand (ADD) 

of 1,047,15 1 gallons per day, or 727 gallons per minute (gpm). The standard engineering 

assumption of a peaking factor of two times the Average Day Demand provides a Peak 

Day Demand of 1,454 gpm. This would be proportioned between the South and North 

Service Areas at a Peak Day Demand of approximately 460 and 994 gpm, respectively. 

HOW DOES THE DEMAND COMPARE TO THE CURRENT WELL SUPPLY? 

Looking first at the South Service area, the Peak Day Demand of 460 gpm is just less 

than the Well No. 3 capacity of 550 gpm, and Well No. 3 would be considered sufficient 

capacity for Peak Day Demand. In addition, if Well No. 3 is out of service, water can 

also be transferred into the South Service Area from the 1-3380 Zone Booster Station, 

which provides the required redundancy for the South Service Area. 

In the North Service area, the Peak Day Demand is 994, and the sum of the well 

capacities will be 2,660 gpm when Well No. 8 is brought back into service, if the well 

rehabilitation achieves the original pumping capacity. Because the water company needs 

to be able to serve the Peak Day Demand when the largest well is out of service, the 

available well capacity without Well No. 8 capacity is 1,460 gpm. This is sufficient to 

meet the Peak Day Demand. 

IN THE NORTH SERVICE AREA, WHAT WOULD BE THE CONDITION IF 

WELL NO. 6 WAS NOT PART OF THE WATER SYSTEM? 

In that case, the North Service Area would be served by only Well No. 5 and Well No. 8. 

The Company would still need to be able to serve the water system with the largest well 
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out of service. Without Well No. 8, the available well capacity of Well No. 5 would be 

8 10 gpm, which is less than the Peak Daily Demand needed for the North Service Area. 

The purpose of Well No. 6 in the water system, therefore, is to provide adequate 

redundancy to meet peaking demands. There is not excess well capacity in the North 

Service Area or in the Company’s water system. 

IS THERE ANY OTHER CONSIDERATION REGARDING THE OPERATION 

OF THE NORTH SERVICE AREA THAT IS IMPORTANT TO THE 

DISCUSSION OF WELL CAPACITY? 

Yes. Much of the North Service Area constitutes a master planned community that is 

under construction. The construction usage from 3-inch hydrant meters for grading 

operations and dust control can be considerable, and is typically 200 to 300 gpm per 

hydrant meter when contractor are drawing water for water truck and Klein tank filling. 

The water company currently has five 3-inch construction meters in use in the system, 

which is typical of the ongoing construction operations. The highest usage of the 

construction meters is during the hottest, driest times of the year, when significant 

grading and dust control water is required. 

When this additional pumping demand is considered in the context of peaking usage and 

how much higher the Peak Day Demand can be than the Average Day of the Peak Month 

value, the need for the capacity of all three wells in the North Service Area is even 

clearer. 

DOES VAIE WATER COMPAlYY ACTUALLY USE ALL FOUR OF THE 

WATER SYSTEM WELLS? 

Yes. Exhibit A shows the proportion of use from each of the water company’s wells in 

201 1 and 2012. 
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Q. 

A. 

11. 

Q. 
A. 

COULD YOU SUMMARIZE YOUR PROFESSIONAL OPINION ABOUT THE 

WELL CAPACITY OF THE COMPANY SYSTEM? 

I believe that the Company needs all four of the existing wells to provide adequate and 

reliable service to the water system. Well No. 6 should not be considered excess 

c~pacity, is used and useful, and is an important facility for the reliable operation of 

Company to meet customer demands. 

CONCLUSION 

DOES THIS CONCLUDE YOUR KEBUTTAL TESTIMONY? 

Yes. 



EXHIBIT A 

Well No. 5 
30% 1 

Well No. 
110/ 

Vail Water Company 
Well Utilization in 2011 

(Percent of Total Pumping) 

Well No. 6 
~ 20% 

.Well No. 
LA70 

29% 
8 

Vail Water Company 
Well Utilization in 2012 

(Percent of Total Pumping) 

Well No. 5, Well No. 6 
32% 

Well No. 
19% 

.l% 

-Well No. 
28% 

8 



BEFORE THE ARIZONA CORPORATION COMMISSION 

ZOMMISSIONERS 

BOB STUMP, Chairman 
3ARY PIERCE 
3RENDA BURNS 
SUSAN BITTER SMITH 
3 0 B  BURNS 

EXHIBIT [GI 
IN THE MATTER OF THE APPLICATION OF 

DETERMINATION OF THE FAIR VALUE OF 
ITS IJTILITY PLANT AND PROPERTY AND 
FOR AN INCREASE IN ITS RATES AND 

) 

) 
) 

VAIL WATER COMPANY FOR A ) DOCKET NO. W-01651B-12-0339 

1 
CHARGES BASED THEREON 1 

TESTIMONY OF CHRISTOPHER VOLPE 
IN SUPPORT OF SETTLEMENT AGREEMENT 

ON BEHALF OF VAIL WATER COMPANY 
May 3,2013 

3466516 I 



I. 

11. 

V. 

1. 

?I. 

TESTIMONY OF 
CHFUSTOPHER VOLPE 

IN SUPPORT OF SETTLEMENT 
ON BEHALF OF 

VAIL WATER COMPANY 
MAY 3,2013 

TABLE OF CONTENTS 

INTRODUCTION AND QUALIFICATIONS . ............... . ............................... . ............. 1 

PURPOSE OF TESTIMONY ..................,.....................~.................................................. 1 

SETTLEMENT PROCESS ................................... . ...................................................... . .... 1 

SETTLEMENT TERMS ............................... . ........ ..... ........................ . ........................... 2 

PUBLIC INTEREST ................................................... . .................................................... 3 

CONCLUSION ................................................................................................................. 3 

3166816 I 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

1s 

19 

20 

21 

22 

23 

24 

Vail Water Company 
Testimony of Christopher Volpe 
In Support of Settlement Agreement 
Docket No. W-0165 1B-12-0339 
Page 1 of 4 

I. 

Q.  

A. 

Q. 
A. 

Q. 
A. 

[I. 

Q. 
A. 

III .  

Q. 

4. 

INTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Christopher (“Kip”) Volpe. My business address is 1010 N. Finance Center 

Drive, Suite 200, Tucson, AZ 85710, and my business phone number is 520-571-1958, 

ext. 105. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by TEM Corp., a management company that performs management 

services for Vail Water Company (“Vail” or the “Companjr”) under a service contract. 

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR VAIL. 

I ani a Vice President of Vail and oversee the administration and operations of the 

Company. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

I will provide testimony in support of the proposed Settlement Agreement. I will discuss 

briefly the settlement process, the settlement terms, and the benefits of the settlement. 

SETTLEMENT PROCESS 

PLEASE PROVIDE A BRIEF SUMMARY OF THE PROCEEDINGS LEADING 

UP THE SETTLEMENT. 

On July 27, 20 12, Vail filed with the Commission an Application for a rate increase. In 

its Application, Vail requested an increase in revenues of $44,144 or 1.89 percent. The 

Company’s Application also requested a rate of return of 10.4 percent. Following 

multiple rounds of discovery and following the filing of the Company’s Rebuttal 

Testimony, the parties began discussing the potential for a settlement. 

3166516 I 
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Q. 
A. 

IV. 

Q. 
A. 

Q. 

4. 

PLEASE DESCRIBE THE SETTLEMENT PROCESS. 

A formal settlement conference was noticed and held at the Commission’s offices on 

April 18, 2013. At this conference, the parties negotiated the points of disagreement in 

their respective testimonies. Staff accepted some of the Company’s positions and 

rejected others. By the conclusion of this settlement conference, the parties had 

substantially agreed on the terms of a settlement. 

SETTLEMENT TERMS 

PLEASE DESCRIBE THE MAJOR TEIIMS OF THE SETTLEMENT. 

The Settlement Agreement provides for a revenue increase of $21,480 and a rate of return 

of 9. I percent. The Agreement also establishes a fair value of rate base for the Company 

of $3,3 15,108. As part of the settlement, Vail agreed to Staffs  proposed rate design and 

also consented to Staffs preferred treatment of certain surcharges and hook-up-fees 

related to the Company’s CAP project. The parties also agreed that Vail will provide 

timesheets for management services from TEM Corp. to support claimed management 

fee expenses in future rate cases. 

DID THE SETTLEMENT INCLUDE AN AGREEMENT ON THE 

IMPLEMENTATION OF A CAY SURCHARGE? 

Yes. After multiple discussions with Staff, the parties have agreed upon a CAP 

surcharge, including its components, and a Plan of Administration. The surcharge will 

allow the Company to address certain expenses related to direct delivery of CAP water to 

the Company’s service territory, a policy supported by the state of Arizona and by the 

Commission. As part of that surcharge, customers will share in any profits received by 

the Company from the sale of long term storage credits. 
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V. 

2. 

4. 

41. 

2. 

1. 

PUBLIC INTEREST 

WHY IS THE APPROVAL OF THIS SETTLEMENT IN THE PUBLIC 

INTEREST? 

The terms of the settlement provide a reasonable resolution of the issues presented during 

this rate case. Although the settlement incorporates a rate of return that is lower than the 

rate sought by Vail, Vail believes it will be able to continue operating effectively and 

providing safe and reliable water service to its customers under the terms of the 

Settlement Agreement. Perhaps most importantly, the settlement supports the 

Company's direct use of a renewable resourcc in its service territory. The Settlement 

Agreement is the product of candid discussions between Vail and Staff and illustrates a 

willingness of the parties to find common ground and to reach a compromise that both 

parties believe is in the public interest. 

CONCLUSION 

DOES THIS CONCLUDE YOUR TESTIMONY IN SUPPORT OF THE 

SETTLEMENT AGREEMENT? 

Yes. 

1466516 I 
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Staff of the Arizona Corporation Commission (“Staff’), on behalf of the Signatories to the 

’roposed Settlement Agreement (“Agreement”), hereby files the Agreement in compliance with the 

iling deadline of April 26,2013 set by the Administrative Law Judge in her Procedural Order of 

Ipril24,20 13. 

RESPECTFULLY SUBMITTED this 26‘h day of April 201 3. 

i 
i 

h 

&an E. Smith 
Bridget A. Humphrey 
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1200 West Washington Street 
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PROPOSED SETTLEMENT AGREEMENT OF 
01 6 

VAIL WATER COMP REQUEST FOR RATE ADJUSTMENT 

The purpose of this Settlement Agreement (“Agreement”) is to settle 
disputed issues related to Docket No. W-0165 1B-12-0339, Vail Water Comp 
(“Vail” or the “Company”) application for a determination of the fair value o 
utility plant and property and the setting of rates 
Agreement is entered into between Arizona Co 
Division (“Staff”) and Vail (each a “Party”, an 

eon (the “Rate Case”). This 
ion Commission Utilities 
ctiveiy, the “Parties”). 

I. RECITALS 

1.1 Vail filed the rate application in Docket No, W-O1651B-12-0339 on July 
27, 2012. Staff found the Application sufficient on August 27, 2012. 

1.2 No other entity filed to intervene. 

1.3 A Procedural Order was issued on September 11, 2012, scheduling an 
evidentiary hearing on May 7,2013, 

I .4 This Agreement is a result of the Parties’ good faith efforts to settle all of 
the issues presented in the Rate Case. 

1.5 The terms of this Agreement will serve the public interest by providing a 
just and reasonable resolution of the issu 
establishing just and reasonable rates for 
the health, welfare, and safety of Vail’s c 
of this Agreement will 
Parties to avoid the exp 

ed in the Rate Case, 
stomers, and promoting 
. Commission approval 

er serve the public interest by a 
and delay associated with coriti 

1.6 The Parties agree to ask the Commission to: (1) find that the terms and 
conditions of this Agreement are just and reasonable and in the public 
interest, along with any and all other necessary findings, a 
the Agreement and order that the Agreement and the rates c 

at the earliest practic 
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TERMS AND CONDITIONS 

11. RATE INCREASE 

For ratemaking purposes and for the purposes of this Agreement, the 
Parties agree that: 

2.1 Vail’s adjusted test year revenue was $2,183,759. 

2.2 Vail will receive an annual increase in revenue of $21,480, for an annual 
revenue requirement of $2,205,23 9. 

2.3 The Company’s fair value rate base used to establish the rates agreed to 
hcrein is $3,315,108. 

2.4 The fair v-alue rate base includes deferred Central Arizona Project (“CAP”) 
s of $1,081,028. In addition, the Company agrees that all 

sold by the Company must be priced, at a minipym, to 
recover the direct costs of CAP water, including recognition the 
Department of Water Resources’ (“ADWR”) 5% cut to the aquifer. 

2.5 The schedules attached ment Schedules”) reflect the 
nses and operating income, Parties’ agreed upon rate bas 

cost of capital and rate design. 

In. COST OF CAPITAL 

For ratemaking purposes and for the purposes of this Agreement, the 
Parties agree that: 

3.1 The Company has a capital structure comprised of 100% common equity. 

3.2 A return on common equity of 9.1% shall be adopted. 

IV. CAPSU TMENT PROVISIONS 

4.1 Vail shall implement a CAP Surc 
include (i) CAP M 
delivery charges, and (iii) City of Tucson wheeling charges. 

ge, the components of whic 
trial (M&I) capital charges 
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4.2 The CAP Surcharge will begin at zero and be adjusted annually as 
described in the Proposed Plan of Administration. 

4.3 As described in the Pro 
and delivery cost recovery through the CAP S 
any water loss in excess of 10 percent (10%). 

ed Plan of Administration, Vail’s CAP capital 
arge will be reduced for 

4.4 The parties shall file the Proposed Pian of Administration prior to the May 
7 ,  20 13 hearing. 

V, RATEDESIGN 

5.1 The Company accepts Staffs rate design to gen 
requirement as further set forth in the Settlement Schedules. 

VI. COMPLIANCE AND OTHER MATTERS 

6.1 The Company will ob 
Corp. to support mana 
rate cases and provide 

ses. 

6.2 The Company’s CAP Hook Up Fee Tariff will be eliminated. 

VII. COMMISSION EVALUAT OF P ED SETTLEMENT 

7.1 This Agreement shall serve as a procedural device by which the 
submit their proposed settlement of Vail’s pending rate case, Do 
W-0165 1B-12-0339, to the Commission. 

7.2 All currently-filed testimony and exhibits shall be offered into the 
Commission’s record as evidence. 

7.3 The Parties recognize that the Commission will independently consider and 
evaluate the terms of this Agreement. 

3447463.1 



nd defend this Agreement, including filing 

and shall not seek 

Administrative Law Judge’s or Commission’s consideration of the 
settlement embo in this Agreement. If the Commission adopts an order 
approving all material terms of this Agreement, the Parties will support and 
defend the Commission’s order before any court or regulatory agency in 
which it may be at issue. 

7.6 Within fifteen (1 5 )  days of an order of the Commission issued in this 
Docket, Vail shall file compliance tariffs 

iance tariffs, ho 
date of the rate increase stated in the Co 

r Staff review and approval. 
ffective upon the effective 

7.7 If the Commission fails to issue an order a erial terms of this 

7.8 Vail recogni Staff does not have the power to bind the 
osing a settlement agreement, Staff acts 
to a Commission proceeding. 

VIII. MISCELLANEO 
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referred to, cited, or relied upon as precedent in any proceeding before the 
Commission, any other regulatory agency, or any 
except in furtherance of this Agreement. 

rt for any purpose 

8.3 This case pres 

context. 

fore this Commission, or any 0th 

8.6 Each of the terms of this Agreement is in consideration of all other terms of 
this Agreement. Accordingly, the terms are not severable. 

8.9 

constitute one a 
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Executed this 26th day of April, 20 13, 

VAIL WATER COMPANY 

By: 

ARIZONA CORPORATION COMMISSION 
UTILITIES DIVISION /57 

By: L 
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PROPOSED SETTLEMENT AGREEMENT OF 

VAIL WATER COMPANY’S REQUEST FOR RATE ADJUSTMENT 
DOCKET NO. W-01651B-12-0339 

The purpose of this Settlement Agreement (“Agreement”) is to settle 
disputed issues related to Docket No. W-0165 1B-12-0339, Vail Water Company’s 
(“Vail” or the “Company”) application for a determination of the fair value of its 
utility plant and property and the setting of rates thereon (the “Rate Case”). This 
Agreement is entered into between Arizona Corporation Commission Utilities 
Division (“Staff”) and Vail (each a “Party”, and collectively, the “Parties”). 

1. RECITALS 

1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

Vail filed the rate application in Docket No. W-O1651B-12-0339 on July 
27,2012. Staff found the Application sufficient on August 27,2012. 

No other entity filed to intervene. 

A Procedural Order was issued on September 1 1, 20 12, scheduling an 
evidentiary hearing on May 7,20 13, 

This Agreement is a result of the Parties’ good faith efforts to settle all of 
the issues presented in the Rate Case. 

The terms of this Agreement will serve the public interest by providing a 
just and reasonable resolution of the issues presented in the Rate Case, 
establishing just and reasonable rates for Vail’s customers, and promoting 
the health, welfare, and safety of Vail’s customers. Commission approval 
of this Agreement will hrther serve the public interest by allowing the 
Parties to avoid the expense and delay associated with continued litigation. 

The Parties agree to ask the Commission to: (1) find that the terms and 
conditions of this Agreement are just and reasonable and in the public 
interest, along with any and all other necessary findings, and (2) approve 
the Agreement and order that the Agreement and the rates contained therein 
become effective at the earliest practicable date. 

3447463 1 



TERMS AND CONDl-I i < INS 

11. RATE INCREASE 

For ratemaking purposes and for the p u r p ~  i this Agreement, the 
Parties agree that: 

2.1 

2.2 

2.3 

2.4 

2.5 

Vail’s adjusted test year revenue was $2, i t< 1 .  .9. 

Vail will receive an annual increase in revenue of $21,480, for an annual 
revenue requirement of $2,205,239. 

The Company’s fair value rate base used to establish the rates agreed to 
herein is $3,315,108. 

The fair value rate base includes deferred Central Arizona Project (“CAP”) 
recharge credits of $1,081,028. In addition, the Company agrees that all 
recharge credits sold by the Company must be priced, at a minimum, to 
recover the direct costs of the CAP water, including recognition the 
Department of Water Resources’ (“ADWR’) 5% cut to the aquifer. 

The schedules attached as Exhibit A (“Settlement Schedules”) reflect the 
Parties’ agreed upon rate base, operating expenses and operating income, 
cost of capital and rate design. 

111. COST OF CAPITAL 

For ratemaking purposes and for the purposes of this Agreement, the 
Parties agree that: 

3.1 The Company has a capital structure comprised of 100% common equity. 

3.2 A return on common equity O f  9.1% shall be adopted. 

IV. CAP SURCHARGE ADJUSTMENT PROVISIONS 

4.1 Vail shall implement a CAP Surcharge, the components of which will 
include (i) CAP Municipal and Industrial (M&I) capital charges, (ii) CAP 
delivery charges, and (iii) City of Tucson wheeling charges. 

3447463.1 



4.2 The CAP Surcharge will begin at zero and be adjusted annually as 
described in the Proposed Plan of Administration. 

4.3 As described in the :,reposed Plan of Administration, Vail’s CAP capital 
and delivery cost rcio .-cry through the CAP Surcharge will be reduced for 
any water loss in excco, of 10 percent (10%). 

4.4 The parties shall file the Proposed Plan of Administration prior to the May 
7, 2013 hearing. 

V. RATEDESIGN 

5.1 The Company accepts Staffs rate design to generate the settlement revenue 
requirement as further set forth in the Settlement Schedules. 

VI. COMPLIANCE AND OTHER MATTERS 

6.1 The Company will obtain timesheets for management services from TEM 
Corp. to support management fees requested for recovery in rates in future 
rate cases and provide copies of such time records to Staff in future rate 
cases. 

6.2 The Company’s CAP Hook Up Fee Tariff will be eliminated. 

VII. COMMISSION EVALUATION OF PROPOSED SETTLEMENT 

7.1 This Agreement shall serve as a procedural device by which the Parties will 
submit their proposed settlement of Vail’s pending rate case, Docket No. 
W-O1651B-12-0339, to the Commission. 

7.2 All currently-filed testimony and exhibits shall be offered into the 
Commission’s record as evidence. 

7.3 The Parties recognize that the Commission will independently consider and 
evaluate the terms of this Agreement. 

7.4 If the Commission issues an order adopting all material terms of this 
Agreement, such action shall constitute Commission approval of the 
Agreement. Thereafter, the Parties shall abide by the terms as approved by 
the Commission. 
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7.5 

7.6 

7.7 

7.8 

The Parties agree to support and defend this Agreement, including filing 
testimony in support of the Agreement and presenting evidence in support 
of the Agreement at the hearing scheduled to begin on May 7,20 13, and 
will not oppose any provision of the Agreement in pre-filed or live 
testimony. The Parties shall take reasonable steps to expedite consideration 
of the settlement, entry of a decision adopting the settlement, and 
implementation of the rates anticipated in this Agreement and shall not seek 
any delay in the schedules set for consideration of the Agreement or for the 
Administrative Law Judge’s or Commission’s consideration of the 
settlement embodied in this Agreement. If the Commission adopts an order 
approving all material terms of this Agreement, the Parties will support and 
defend the Commission’s order before any court or regulatory agency in 
which it may be at issue. 

Within fifteen (1 5 )  days of an order of the Commission issued in this 
Docket, Vail shall file compliance tariffs for Staff review and approval. 
Such compliance tariffs, however, will become effective upon the effective 
date of the rate increase stated in the Commission’s order. 

If the Commission fails to issue an order adopting all material terms of this 
Agreement or adds new or different material terms to this Agreement or 
decides any issue or adopts any position in conflict with any material term 
of this Agreement, any or all of the Parties may withdraw fi-om this 
Agreement, and such Party or Parties may pursue without prejudice their 
respective remedies at law. For purposes of this Agreement, whether a 
term is material shall be left to the discretion of the Party choosing to 
withdraw from the Agreement. 

Vail recognizes that Staff does not have the power to bind the Commission. 
For purposes of proposing a settlement agreement, Staff acts in the same 
manner as any party to a Commission proceeding. 

VIII. MISCELLANEOUS PROVISIONS 

8.1 

8.2 

The provisions set forth in this Agreement are made for the purposes of a 
compromised settlement only and shall not be construed as admissions 
against interest or waivers of litigation positions of the Parties in this Rate 
Case or to other or future rate cases. 

This Agreement represents the Parties’ mutual desire to compromise and 
settle disputed issues in a manner consistent with the public interest. None 
of the positions taken in this Agreement by any of the Parties may be 
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8.3 

referred to, cited, or relied upon as precedent in any proceeding before the 
Commission, any other regulatory agency, or any court for any purpose 
except in furtherance of this Agreement. 

This case presents a unique set of circumstances and compromises to 
achieve consensus for settlement. Consequently, participants may be 
accepting positions that, in other circumstances, they would be unwilling to 
accept. They are doing so because the Agreement, as a whole, with its 
various provisions for settling the unique issues presented by this case, is 
consistent with their long-term interests and the broad public interest. The 
acceptance by any Party of any specific element of this Agreement shall not 
be considered as precedent for acceptance of that element in any other 
context. 

8.4 No Party is bound by any position asserted in negotiations, except as 
expressly stated otherwise in this Agreement. No Party shall offer evidence 
of conduct or statements made in the course of negotiating this Agreement 
before this Commission, or any other regulatory agency, or any court. 

8.5 To the extent any provision of this Agreement is inconsistent with any 
existing Commission order, rule, or regulation, this Agreement shall 
control. 

8.6 Each of the terms of this Agreement is in consideration of all other terms of 
this Agreement. Accordingly, the terms are not severable. 

8.7 The Parties warrant and represent that each person whose signature appears 
below is fully authorized and empowered to execute this Agreement. 

8.8 The Parties acknowledge that they are represented by competent legal 
counsel and that they understand all of the terms of this Agreement and 
have had an opportunity to participate in the drafting of this Agreement and 
to fully review it with their counsel before signing, and that they execute 
this Agreement with full knowledge of the terms of the Agreement. 

8.9 This Agreement may be executed in any number of counterparts and by 
each Party on separate counterparts, each of which when so executed and 
delivered shall be deemed an original and all of which taken together shall 
constitute one and the same instrument. This Agreement may also be 
executed electronically or by facsimile. 
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Executed this 26th day of April, 201 3.  

VAIL WATER COMPANY 

Name: 

ARIZONA CORPORATION COMMISSION 
UTILITIES DIVISION 

By: 

Name: 

3441463. I 



EXNIBIT A 

SETTLEMENT SCHEDULES 
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Vail Water Company 
Docket No. W-016516-12-0339 
Test Year Ended: December 31,2011 

Settlement Schedule J M M - 1  

REVENUE REQUIREMENT 

(B) 
STAFF 
FAIR 

VALUE 

(A) 
COMPANY 

FA1 R 
VALUE 

LINE 
NO. DESCRIPTION 

1 Adjusted Rate Base $ 3,312,773 

s 285,069 2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 / L1)  

$ 312,107 

9.42% 8.60% 

4 Required Rate of Return 10.40% 9.10% 

$ 301,675 5 Required Operating Income (L4 L1) 

6 Operating Income Deficiency (L5  - L2) $ 32,421 $ 16,606 

1.2935 7 Commission Tax Allowance Policy - Gross Revenue Conversion Factor 1.3606 

8 Required Revenue Increase (L7 * L6) $ 44,113 $ 21,480 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue 

$ 2,334,747 

$ 2,378,860 $ 2,205,239 

0.98% 11 Required Increase in Revenue (YO) 

References: 
Column (A): Company Schedule A-I 
Column (B): Staff Schedules JMM-2 and JMM-8 



V d l  water Company 
Docket No. W-016518-12-0339 
Tort Year Ended Oocsrnber31,ZOll 

COMMISSION TAX ALLOWANCE POLICY - GROSS REVENUE CONVERSION FACTOR 

LINE 
m DESCRIPTION 

,Settlement Schedule JMM-2 

(E) (C) (D) 

Commission Tax Aliowance Policv - Calculation of Gross Revenue Conversion F a c f w  
1 Commission Tax Allowance Policy - Revenue 100 0000% 
2 Commission Tax Allowance Policy - Uncoilecible Factor 0 0000% 
3 100 0000% 
4 22 6905% 
5 Subtotal (L3 - L4) 77 3095% 
6 1293502 

Commission Tax Allowance Policy - Revenues (L1 - L2) 
Commisstion Tax Allowance Pdicy - Combined Federal and Slate Income Tax and Property Tax Rate (Line 18) 

Commsslon Tax Aiiowance Policy ~ Revenue Conversion Factor (L1 / L5) 

Commission Tax Allowance PO~KV - Ca/culation of Effective Tax Rate. 
7 Operating l n c m e  Eefwe Commission Tax Allowance Policy (Arizona Taxable Income) 
8 Commission Tax Allowance Pdicy - Arizona State income Tax Rate (from woksheet) 
9 Commission Tax Allowance Policy - Income (17 - L8) 
10 Commission Tax Ailowance Pdicy - Applicable Federai Income Tax Rate (Line 48) 
11 Commission Tax Allowance Policy - Effective Federal Income Tax Rate (L9 x L10) 
12 Commission Tax Allowance Policy -Combined Federal and State Income Tax Rate (L8 +Ll  I) 

100 0000% 
2 9627% 

97 0373% 
19 1272% 
18 5605% 

21 5232% 

Commission Tax Allowance Pol~cv Calculation of Effective Proocrb’ Tax Factor 

14 Commission Tax Allowance Pdicy - Combined Federal and State income Tax Rata (LIZ) 

16 
17 Commission Tax Allowance Pdicy - Effeclive Property Tax Factw (L15’L16) 
18 Ccunmiuion Tax Allowance Policy - Combined Federal and State Income Tax and Property Tax Rate (L12rL17) 

13 Unity 100 0000% 

15 Commtssion Tax Allowance Policy One Minus Combined Income Tax Rate (L13-LI4) 78 4768% 
21 5232% 

14874% Commission Tax Allowance Pdicy - Property Tax Factor (JMM-W14. L27) 
1 1673% 

22 6905% 

19 Commission Tax Allowance Pdicy - Required OperaOng Income (Scnedule JMM-I, Line 5) 
20 Commission Tax Allowance Pdicy - AdJustedTast Year Operaong income (Loss) (JMM-8 L35) 
21 Commission Tax Allowance Policy - Required Increase in Operating Income (L19 - L20) 

22 Cammission Tax Allowance Policy - Income Taxes on Recommended Revenue (cd IC]. L47) 
23 Commission Tax Allowance Policy - Income Taxes on Test Year Revenue (Coi [A]. L47) 
24 Commission Tax Allowance Pd cy - Required Increase in Revenue to Provide for Income Taxes (L22 - L23) 

25 Commiu on Tax Allowance Pdicy - Recommended Revenue Requirement (Schedule JMM-W1 Line IO) 
26 Comrnss.on Tax Allowance Pdicy - Uncollectible Rate 
27 Commission Tax Allowance Pdicy Uncdllectible Expense on Recommended Revenue (L2YU6) 
28 Commission Tax Ailowance Policy. Adjusted Test Year Uncdlec4bie Expense 
29 Commission Tax Allowance Pdicy - Required Increase in Revenue lo Provide for Uncollectible Exp (L27-U8) 

30 Commission Tax Allowance Policy - Property Tax with Recommended Revenue (Schedule JMM-W14 121) 
31 Commission Tax Aiiowance Policy - Property Tax on Test Year Revenue (Scheduie JMM-W14, h e  17) 
32 Commission Tax Allowance Pdicy - Increase in Property Tax Due to increase in Revenue (L30-31) 
33 Commission Tax Ailowance Pdicy Total Required Increase in Revenue (U1 + 124 + L29 + L32) 

CFmrnrssron JaxAfIowan@ Policv Ca-f Income Tax: 
34 Commission Tax Allowance Policy - Revenue (Schedule JMM-1, Cal. [E]. Line 9 8 Sch. JMM-I. Col. [El Line IO) 
35 Commission Tax Aiiowance Policy -Operating Expenses Excluding Income Taxes 
36 Commission Tax Allowance Policy - Synchronized Interest (L51) 
37 Commission Tax Allowance Policy - Anzona Taxable Income (L34 - 135 - 136) 
38 Commission Tax Ailowance Poilcy - Arizona SLate Income Tax Rate 
39 Commission Tax Ailowance Policy -Arizona Income Tax (L37 x L38) 
40 Commission Tax Allowance Policy - Federal Taxable i ncme (L37- L39) 
41 Commission Tax Allowance Policy - Federai Effective Tax 
42 Commission Tax Allowance Policy - Federal Tax 
43 
44 
45 
46 
47 Commission Tax Allowance Policy - Combined Federal and State Income Tax (L39 + L46) 

5 301,675 
285,069 

$ 16,606 

3 82.738 
78.184 

4,554 

$ 2,205,239 
0 0000% 

% 
$ 

$ 97,263 
96,944 

319 
$ 21,480 

Test 
Year 

3 1,820,507 
s 
% 363,253 

2 9627% 
$ IO, 762 
0 352,491 

% 67,422 
5 
$ 
3 
S 67,422 
$ 78,184 

5 2,103,759 $ 21.4ao 

19.1 272% 

Staff 
Recommended 
$ 2,205,239 
$ 1,820,826 
$ 
S 384,413 

2.9627% 
$ 11,389 
$ 373.024 

19.1272% 
$ 71,349 
5 
$ 
$ 
5 71,349 
$ 82,738 

48 Commissron Tax Allowance Policy -Applicable Federal l n c m e  Tax Rate [Cd [C], L46 - Col [A]. L46] I [Col [C], 140 - Col [A] L40] 19 1272% 

Cornmissfun Tax Allowance Poiicv - Calculation of interest Svnchwfz&n: 
49 Cornmission Tax Allowance Policy - Rate Base (Schedule JMM-3. Col. (C). Line 17 
50 Commission Tax Allowance Policy - Weighted Average Cost of Debt 
51 Commission Tax Allowance Policy - synchronized Interest (L45 X L46) 

$ 3,315,108 
0 0% 

% 



Settlement Schedule JMM-3 Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

RATE BASE - ORIGINAL COST 

(C) 
STAFF 

AS 
ADJUSTED 

(A) 
COMPANY 

AS 
FILED 

LINE 
_I NO. 

1 
2 
3 

4 
5 
6 

7 

8 

9 

10 

11 

12 

.' STAFF 
ADJUSTMENTS 

$ 20,158,710 $ (92,955) Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$ 20,065,755 
3,601,631 

$ ' 16,464,124 
(120,545) 

$ 27,590 
3,722,176 

$ 16,436,534 

LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC 

$ 2,930,228 $ 
(2,076) 
2,076 

$ 2,930,228 
605,832 

2,324,396 
$ 603,756 
$ 2,326,472 

11,374,431 Advances in Aid of Construction (AIAC) 11,374,431 

529,140 Customer Deposits 529,140 

Deferred CAP Liability 

1 ,104,206 (23,178) 1,081,028 Deferred CAP Charges 

Defered Tax Assets 

Original Cost Rate Ease $ 3,312,773 5 2,335 $ 3,315,108 

References: 
Column [A]: Company Application 
Column [El]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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Vail Water Company 
Docket No. W-0?6518-12-0339 
Test Year Ended: December 31,201 I 

COMPANY STAFF 
LINE ACCT AS FILED ADJUSTMENTS 
NO. NO. DESCRIPTION 

Settlement Schedule JMM-5 

STAFF 
AS ADJUSTED 
(Col A + Col B) 

3 Accumulated Depreciation 

References: 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 

3,629,220 s 3,722,176 $ (92,956) $ 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

LINE 
NO. 

Settlement Schedule JMM-6 

ACCT COMPANY STAFF STAFF 
NO DESCRIPTION AS FILED ADJUSTMENTS AS ADJUSTED 

RATE BASE ADJUSTMENT NO. 2 - PLANT RETIRED TO THE WRONG ACCOUNT 

5 
Accumulated Depreciation $ 3,722,176 $ (27,589) $ 3,694,587 

Adjustment to ClAC Amortization $ 2,930,228 $ (2.076) $ 2.928.152 

References: 
Column [A]: Company Application 
Column [E]. Tesbmony JMM 
Column IC]: Column [A] +Column [E] 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

LINE 
NO. 

Settlement Schedule JMM-7 

ACCT COMPANY STAFF STAFF 
’ NO. DESCRIPTION AS FILED ADJUSTMENTS ASADJUSTED 

RATE BASE ADJUSTMENT NO. 3 - EXCESS CAPACITY 

References 
Column [A] Company Application 
Column [E]. Testimony JMM 
Column [C] Column [A] t Column [B] 



Vail Water Company 
Docket No. W-016516-12-0339 
Test Year Ended: December 31,2011 

Plant in 
LINE ACCT Service Adjustment to 
NO. NO. DESCRIPTION Per Company Long-Term Storage Credits 

Settlement Schedule JMM-8 

Plant In 
Service 

Per Staff 
(Col A + Col 6 )  

L 

3 Deferred CAP Liability $ - $  - $  
4 

References: 
Column [A]: Company Application 
Column [E]: Testimony JMM 
Column [C]: Column [A] + Column [E] 



Vail Water Company 
Docket No. W-016516-12-0339 
Test Year Ended: Decernber31,201t 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

DESCRIPTION 

REVENUES 
Metered Water Sales 
Water Sales-Unmetered 
Other Water Revenue 
Intentionally Left Blank 
Total Operating Revenues 

OPERATING EXPENSES 
Salaries and Wages 
Employee Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Materials and Supplies 
Repairs and Maintenance 
Ofice Supplies and Expense 
Contractual Services - Engineering 
Contractual Services -Accounting 
Contractual Services - Legal 
Contractual Services - Management Fees 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - BuildingiReal Properly 
Rents - Equipment 
Transportation Expenses 
Insurance -Vehicle 
Insdrance - General Liability 
Insurance - Workefs Comp 
Regulatory Commission Expenese 

[AI 
COMPANY 
AOJUSTED 
TEST YEAR 
AS FILED 

$ 2.120,llO 

214,637 

S 2,334,747 

$ 276,984 
12,757 

199,817 
218,584 

1,732 
14,372 
28.876 
73,301 

6,270 
10,473 
12,933 

21 1 ,I 38 
15,976 
3,906 
7,920 
8,314 

33,154 
5,111 

32,130 
3,111 

11,946 
Regulatory Commission Expense - Rate Casc 30,000 
Bad Debt Expense 6,856 
Miscellaneous Expense 11,424 
Depreciation Expense 570,649 
Taxes Other than Income 
Properly Taxes 103,681 
Income Taxes 106.244 

4 981 
Total Operating Expenses $ 2,022,640 
Operating Income (Loss) $ 312.107 

Interest on Customer Deposits 

References: 
Column (A): Company Schedule C-1 
Column (6): Schedule JMM-10 
Column (C):  Column (A) + Column (8) 
Column (0): Schedules JMM-1, and JMM-14 
Column (E): Column (C) + Column (D) 

fBi 

STAFF 
TEST YEAR 

ADJUSTMENTS 

$ 

(150,908) 

IC1 
STAFF 

TEST YEAR 
AS 

AOJUSTED 

$ 2,120,110 

63,649 

$ 2,183,759 

(91,901) 

9,761 

(6,737) 
(28,060) 

$ (123,949) 
$ 123.949 

$ 276,984 
$ 12,757 

199.817 
218,584 

1,732 
14,372 
28,876 
73,301 

6,270 
10,473 
12.933 

119,237 
15.976 
13,667 
7,920 
8,314 

33,154 
5,111 

32,130 
3,111 

11,946 
30,000 
6,856 

10,113 
564,948 

96.944 
78.104 

4,981 
$ 1,898,691 
$ 285,069 

Settlement Schedule JMM-9 

PI 1 9  

STAFF 
PROPOSED STAFF 
CHANGES RECOMMENDED 

$ 21,480 $ 2,141,590 

63,649 

$ 21,480 $ 2,205,239 

31 9 
4.554 

276.984 
12,757 

199,817 
218.584 

1,732 
14,372 
28.076 
73,301 

6,270 
10,473 
12,933 

119,237 
15,976 
13,667 
7,920 
8.314 

33,154 
5,111 

32,130 
3,111 

11,946 
30,000 

6,856 
10,113 

564.948 

97,263 
82.738 

4,981 
$ 4.874 $ 1,903,564 
$ 16,606 0 301,675 
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Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

Line COMPANY STAFF 

Settlement Schedule JMM-11 

STAFF 

OPERATING ADJUSTMENT NO. 1 -PURCHASED WATER EXPENSE 

No. Description PROPOSED ADJUSTMENTS RECOMMENDED 

Staffs Calculation to increase CAP M&l Charges 
Future CAP Charge 1,857 (a f )  x $146 (average of five years 129 + 138 + 149 + 155 + 159) $ 271.122 
Curent CAP Charge 1.857 (a f ) x $122 $ 226,554 
Increase $ 44,568 

Staffs Calculation to increase CAP Capital Cha es 
Future CAP Charge 1,857 (a f )  x $16 80 1 $ 31.198 
Current CAP Charge 1,857 (a f )  x $15 $ 27,855 

$ 3,343 

References: 
Column [A]: Company Appiication 
Column p ] :  Testimony JMM 
Column [C]: Column [A] + Column [El 



Vail Water Company 
Docket No. W-016516-12-0339 
Test Year Ended: December 31,2011 

Line COMPANY STAFF 
No. Description PROPOSED ADJUSTMENTS 

Settlement Schedule JMM-12 

STAFF 
RECOMMENDED 

OPERATING ADJUSTMENT NO. 2 -WATER TESTING EXPENSE AND MANAGEMENT FEES EXPENSE 

COMPANY STAFF 
PROPOSED ADJUSTMENTS 

STAFF 
RECOMMENDED 

Line 
No. Description 

References: 
Column [A]: Company Application 
Column [e]: Testimony JMM 
Coiumn [C]: Column [A] + Column [B] 



Vail Water Company 
Docket No. W-01651 E-12-0339 
Test Year Ended: December 31,2011 

Line COMPANY STAFF 
NO. Description PROPOSED ADJUSTMENTS 

Settlement Schedule JMM-I3 

STAFF 
RECOMMENDED 

References: 
Column [A]: Company Application 
Column [B]. Testimony JMM 
Column [C]: Column [A] + Column [B] 



Val1 Water Company 
Docket NO. W-016518-124339 
Test Year Ended: December 31,2011 

LINE 
NO. 

OPERATING INCOME ADJUSTMENT NO. 4 -DEPRECIATION EXPENSE ON TEST YEAR PIAN1 

DEPRECIATION 

NO. DESCRIPTION Per Staff Plant (Col A. Col B) RATE (Col C x Col D) 

PLANT In NonDepreciable DEPRECWLE 
ACCT SERVICE OT Fully Depredated PLANT DEPRECIATION EXPENSE 

Settlement Schedule JMM-14 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
40 39 

41 
42 
43 

303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 
320 
330 

330 1 
330 2 
331 
333 
334 
335 
336 
339 
340 
34 1 
342 
343 
344 
345 
346 
347 Miscellaneous Equipment 
348 Olher Tangible Plant 

Total Plant 

Land and Land Rights 
Slructures and Improvements 
Collecting and Impounding Res 
Lake Rver and Other Intakes 
Wells and Springs 
Infiltration Gailenes and Tunnels 
Supply Mains 
Pouer Gwnerabon Equiprnwnt 
Elechc Pumping Equipment 
Water Trealment Eauipment 
Wdter Treatment Plant 
Distribution Rese~oi rs  8 Sardpipe 
Storage Tanks 
Pressure Tanks 
Transmission and Distribumn Mains 
Sewices 
Mete’s 
Hydrants 
Backflow Prevenbon Devices 
Other Plant and Miscellaneous Eguipment 
Ofice Furniture and Fixturos 
Computers and Softriare 
Transportabon Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications EquiDment 

R - %  

$ 17,750 $ 
$ 397,350 $ 
$ - 5  
$ - $  
$ 1,126,979 4 
$ - $  
$ 2,995 $ 
$ - 5  
$ 1,525,469 $ 
$ - $  
$ - $  
$ 1,585,212$ 
$ - $  
$ - $  
$ 14.023.034 8 
$ 12,451 $ 
$ 923.082 $ 
$ 492.908 $ 
$ 7,901 $ 
S 6.553 I 
$ 2.203 $ 
$ 15,621 $ 
$ 54,807 $ 
$ 15,645 $ 
$ - $  
$ - $  
$ 5.190 $ 

$ (149,395) 5 
$ 20,065,755 $ 

Camposife Depreciauon Rate 3 27% 
ClAC $ 2930228 

Amorhzatcon o i  ClAC (Line 35 x h e  34) $ 95.871 

Denreciation Expense Before Amortization oiClAC: $ 660.819 
Less Amortization of CIAC. $ 95,871 

Test Year Depreciation Expense. Staff S 564,948 
Depreciation Expense -Company: $ 570.649 

Staffs Total Adlustment: 

17,750 $ 
- $  
- $  
- $  
- $  
- a  
- a  
- 5  
- $  
. $  
- $  
- %  
- $  
- 5  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  15,645 5.00% $ 782 
- $  10.00% $ 
- $  5.00% $ 
- $  5,190 10.00% $ 519 
- $  10.00% $ 

(149,395) $ 1000% $ 
(131,645) $ 20,197,400 $ 660.819 

397,350 

1,126,979 

2,995 

1,525.469 

1.585.212 

14,023,034 
12,451 

923,082 
492,908 

7.901 
6.553 
2.203 

15,621 
54,807 

0.00% $ 
3.33% $ 
2.50% $ 
2.50% $ 
3.33% $ 
667% $ 
2.00% $ 
5.00% $ 

12.50% $ 
333% J 

20.00% $ 
2.22% $ 
2.22% $ 
5.00% $ 
200% $ 
333% $ 
833% 9 
2.00% $ 
6.67% $ 
6.67% S 
6.67% $ 

20.00% $ 
20.00% $ 

13,232 

37,528 

60 

190.684 

35.192 

280,461 
415 

76,893 
9,858 

527 
437 
147 

3.324 
10 961 

References: 
Column [AI: Schedule JMM4 
Column [El: From Column [AI 
Column [C]: Column [AI -Column [El 
Column [D]: Engmeerlng StaH Report 
Column [ E ] .  Column IC] x Cdumn [Dl 



Val1 Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

LINE 
NO. Property Tax Calculation 

Settlement Schedule JMM-15 

STAFF STAFF 

OPERATING INCOME ABJUSTMENT NO. 5 - PROPERTY TAX EXPENSE 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 ' Line 2) 
Staff Recommended Revenue, Per Schedule JMM-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus 10% of CWlP - 
Less Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate (Per Company Schedule) 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 
Company Proposed Property Tax 

Staff Test Year Adjustment (Line 17-Line 18) 
Property Tax - Staff Recommended Revenue (Line 14 Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (Line 25iLine 26) 

$ 2,183,759 
2 

4,367,519 
2,183,759 
6,55 1,278 

3 
2,183,759 

2 
4,36731 9 

22,449 
4,345,070 

20.0% 
869,014 

11 .I 556% 

$ 96,944 
103,681 

$ (6,737) 

$ 2,183,759 
2 

$ 4,367,519 
$ 2,205,239 

6,572,758 
3 

$ 2,190,919 
2 

$ 4,381,839 

$ 22,449 
$ 4,359,390 

20.0% 
$ 871,878 

11.1556% 
$ 

$ 97,263 
$ 96,944 
$ 31 9 

$ 31 9 
21,480 

I ,48741 I yo 

References: 
Column [A] Company Application 
Column [E] Testimony JMM 
Column IC]. Column [A] + Column [E] 



Val1 Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

Settlement Schedule JMM-IC 

LINE 
NO. 

OPERATING INCOME ADJUSTMENT NO, 6 - COMMISSION TAX ALLOWANCE POLICY -TEST YEAR INCOME TAXE EXPENSE 

DESCRIPTION 

References: 
Column (A), Company Schedule C-1 
Column (E): Column [C] -Column [A] 
Column (C): Schedule JMM-2 

1 PROPOSED ADJUSTMENTS 1 RECOMMENDED 1 
$ 106,244 $ (28.060) $ 78,184 



s 

Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

Settlement Schedule JMM-17 

OPERATING ADJUSTMENT NO. 7 - COMPANY REBUTTAL ADJUSTMENTS THAT STAFF ACCEPTS 

- [A] (81 [C] 
I Line I I COMPANY I STAFF I STAFF 1 I No. I Description 1 PROPOSED I ADJUSTMENTS [ RECOMMENDED J 

1 CAP Hook-up Fees $ 2,120,110 $ (150.988) $ 1,969,122 

2 Contractual Services - Management Fees $ 21i, i3a $ (91,901) $ 11 9,237 
I 

References, 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column [C]. Column [A] + Column [E] 



Rate Design S e t l l e m ~ I  SChRniie JMMlB 
PaDa 1 d 2 

Msler Si= [AU Cia-!. 
5 /8xY4 Inch 
344 inch 
1 inch 
1 112 Inch 
2 inch 
3 1mn 
4 Inch 
6 1mh 
8 Imh 
10lnch 
12inch 

0 131C 
21.K 
40  5C 

147 7C 
284.x 
4 7 9 . 8  
965s 

WA 
WA 
WA 

8s.x 

COrnmOdityChsiqe- Psr I OM Gallon3 

Fir# 10,000 g~ l lo r i r  
over 10,oIxI gallo"* 

First 'C.000 gollons 
over 10 wo Q8ilans 

34. Meter rRertdgnIie1' 
Ail Gailms 

F i i d  4.000 qallons 
4,301 lo 10 000 QallooP 
over 10 WO *8110"4 

Frrl 3.000 gallons 
3.301 10 10 000 wllo"5 
oyer 10,wo Q*llO"F 

4 0000 

WA 
N/A 
NIA 

W A  
W A  
W A  

4 0003 

W A  
W A  

NIA 
NIA 

4 ow0 

NIA 
NIA 
NIA 

W A  
W A  
W A  

4 M O O  

NIA 
NIA 

NIA 
NIA 

4 OOW 

NIA 
NIA 

W A  
W A  

4 ww 
WA 
W A  

NIA 
W A  

4 0000 

NIA 
WA 

NIA 
W A  

4 O W 0  

NIA 
W A  

NIA 
W A  

4 OM0 

NIA 
W A  

W A  
NIA 

4 OM0 

NIA 
W A  

W A  
NIA 

C0rnpe"Y 
Proposad Rstas 

S 147( 
23.4; 
45 1f 
99.a 

16461 
3tb.M 
534.31 

1.078 li 
NIP 
NIP 
WP 

WP 

$ 3.750C 
QWOC 
4 ZMC 

NIP 
NIP 
NIP 

NIL 

3 75oc 
4 DWC 

w.4 
NIA 

NIP 

I 37500 
4 woo 
4 2500 

NIA 
NIA 
NIA 

NIA 

3.7500 
4 woo 

W A  
NIA 

NIA 

4 ow0 
4 2500 

NIA 
NIA 

NIA 

4 m a  
a 2500 

NiA 
W A  

W A  

4 ow0 
4 2500 

NIA 
NIA 

NIP. 

4 woo 
4 2500 

NIA 
NIA 

NlA 

4 m  
4 2500 

NlA 
W A  

W A  

1 w w  
4 25110 

W A  
W A  

S 

I 

14 70 
22 50 
37.50 
75 00 

120 00 
240.00 

750 00 

1.725 00 
3.225 00 

375.00 

1.2w.00 

NIA 

NIA 
M'A 
NIA 

2 M O O  

5 2000 
i 1500 

NIA 

NIA 
NIA 

4 1503 
5 2800 

NIA 

NIA 
NIA 
NIA 

2 M O O  
4 1500 
5 2800 

NIA 

NIA 
NIA 

4 1504 
5 . 2 ~ ~  

NIA 

NIA 
W A  

4.1500 
5 2600 

NIA 

NfA 
NIA 

4 1500 
5 2eUo 

W A  

NIA 
VIA 

4 1500 
5 2800 

NIA 

NIA 
NIA 

4 t5W 
5 2600 

WA 

W A  
W A  

4 1500 
5 26W 

NIA 

W A  
NlA 

4.1503 
5 . 2 W  



SeiUemsnr Schedule JMM-I8 
Page 2 of 2 

4 O w 0  

WA 
NIP. 

4 O w 0  

tu1 
N!A 

4 Woo 

NIP. 
M A  

4 w m  

0 32W 

20 00 

25 00 
1 5% pe( manlh 
I 5% w n l h  

4 2500 1 

I 
$ 25.% 

Remove lrom Tsrrlf 
(a! 

Remove ham Tariff 
I M.W 
s 3 o W  
3 m w  

IC) 
!:! 

5 25 W 
1 5% PB month 
1 5% pa month 

At COS1 
Id1 

3 2 5 W  
f 50 00 

$ 1€60 W $ 830 00 $ 2040.00 
NIA $ 1 , 0 4 5 0 0  $ 1 , B 7 0 0 0  

P 2 3 5 0 W  I , !  S I . 6 5 M  5 2604.W 
NIA I 3 1.490 W I S 2.810 0.3 1 

-7 

1.225 M 
2.025W 
2.670 W 

3,769 00 

5.465.00 

9,400.W 

2.865 00 

4,310 00 

7.3s 00 

NIA 

4 1500 
5 2800 

WA 

a 1500 
5 2wa 

NIA 

4 15W 
5 2800 

5 2800 

NIA 

see rat lmony 

I 25 00 
flcrnava from imff 

18) 
RBmow from Twf f  

$ 30 00 
6 3c 00 
5 20 w 

IC! 

I C )  
5 2500 

1 5% Ee( month 
1 5% oer manth 

PA Cor1 
(d! 

$ 2500 
f 5000 

Rezarnmended 

960 00 

2.025 W 
2,670.00 

$ 2,66500 
$ 3.76000 
$ 4.31000 
5 5,4a500 
$ 7,38500 
6 9.400W 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

Settlement Schedule JMM-IS 

Typical Bill Analysis 
General Service 518 x 3/4-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 6,720 $ 4006 $ 4058 $ 0 52 1.30% 

Median Usage 5,500 35.18 3570 $ 0.52 148% 

Staff Recommended 

Average Usage 6,720 $ (1 10) -2 75% 40.06 $ 38.96 $ 

Median Usage 5,500 35.18 3390 $ (1 29) -3 65% 

Present & Proposed Rates (Without Taxes) 
General Sewice 5/8 x 3/4-lnch Meter 

Gallons Present 
Consumption 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Rates 
$ 13.18 

17 18 
21 18 
25 18 
29 18 
33 18 
37 18 
41 18 
45 18 
49 18 
53 18 
57 18 
61 18 
65 18 
69 18 
73 18 
77 18 
81 18 
85 18 
89 18 
93 18 

113 18 
133 18 
153 18 
173.18 
193 18 
213 18 
313 18 
413.18 

Company Staff 
Proposed % Recommended % 

Rates Increase 
$ 14.70 11.53% $ 

18.45 7.39% 
22.20 4.82% 
25.95 3.06% 
29.70 1.78% 
33.70 1.57% 
37.70 1.40% 
41.70 1.26% 
45.70 1.15% 
49.70 1.06% 
53.70 0.98% 
57.95 1.35% 
62.20 1.67% 
66.45 1.95% 
70.70 2.20% 
74.95 2.42% 
79.20 2.62% 
83.45 2.80% 
87.70 2.96% 
91.95 3.1 1% 
96.20 3.24% 

117.45 3.77% 
138.70 4.1 4% 
159.95 4.42% 
181.20 4.63% 
202.45 4.80% 
223.70 4.93% 
329.95 5.35% 
436.20 5.57% 

Rates Increase 
14.70 11.53% 
17.64 2.68% 
20.58 -2.83% 
23.52 -6.59% 
27.67 -5.17% 
31.82 -4.10% 
35.97 -3.25% 
40.12 -2.57% 
44.27 -2.0 1 Oh 
48.42 -1.55% 
52.57 -1.15% 
57.85 1.17% 
63.13 3.19% 
68.41 4.96% 
73.69 6.52% 
78.97 7.91% 
84.25 9.16% 
89.53 10.29% 
94.81 11.31% 

100.09 12.23% 
105.37 13.08% 
131.77 16.43% 
158.17 18.76% 
184.57 20.49% 
210.97 21.82% 
237.37 22.88% 
263.77 23.73% 
395.77 26.37% 
527.77 27.73% 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

2; 

23 

2L 

25 

2c 

2; 
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:OMMISSIONERS 
$OB STUMP- Chairman 
;ARY PIERCE 
RENDA BURNS 
30B BURNS 
USAN BITTER SMITH 

BEFORE THE ARIZ 

2313 KAY - 3 P 2: 12 

N THE MATTER OF THE APPL CATION OF 
JAIL WATER COMPANY FOR A 
IETERMINATION OF THE FAIR VALUE OF ITS 
JI’ILITY PLANT AND PROPERTY AND FOR AN 
NCREASE IN ITS RATES AND CHARGES 
3ASED THEREON. 

DOCKET NO. W-01651B-12-0339 

STAFF’S NOTICE OF FILING 
PROPOSED PLAN OF 
ADMINISTRATION AND EXAMPLE 
COMPUTATION OF CAP 
SURCHARGE 

Staff of the Arizona Corporation Commission (“Staff’) hereby files the Proposed Plan of 

4dmini stration and Example Computation of CAP Surcharge in accordance with the Settlement 

qgreement which was previously filed on April 26,2013 in the above docket. 

RESPECTFULLY SUBMITTED this 3‘d day of May 2013. 

Bhan E. Smith u 
Bridget A. Humphrey \ 
Attorneys, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 
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Michael McNulty 
Michael Hallam 
LEWIS AND ROCA, LLP 
40 North Central Avenue 
Phoenix, Arizona 85004 
Attorneys for VWC 

Original and thirteen (1 3) copies 
of the foregoing filed this 
3'd day of May 20 13 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing mailed 
this 3rd day of May 2013 to: 

Christopher Volpe 
Vice President 
Vail Water Company 
10 10 North Finance Center Drive 
Suite 200 
Tucson, Arizona 85710 

, 
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Arizona Corporation Commission 
Docket No. W-01651B-12-0339 

Proposed Plan of Administration 
CAP Surcharge 

CAP Surcharge and Long-Term Storage Credit Balance 
Plan of Administration 

This Plan of Administration (“POA”) relates to the administration of Vail Water 
Company’s (“Vail” or the “Company”) CAP Surcharge and Long-Term Storage Balance. The 
purpose of the POA is to describe how Vail will administer its CAP Surcharge and Long-Term 
Storage Balance if approved by the Arizona Corporation Commission in Docket No. W-0165 1B- 
1 2-03 3 9. 

I. Overview 

Vail is a public service corporation providing water utility service in Pima County, 
Arizona pursuant to a Certificate of Convenience and Necessity granted by the Arizona 
Corporation Commission. As described in Decision Nos. 62450 and 73218, Vail is currently 
pursuing a CAP project that will allow for the direct delivery of CAP water in Vail’s service 
territory. 

II. General Description - Surcharge 

The purpose of the CAP surcharge mechanism is to recover the costs of CAP water and 
delivery of CAP water to the Company’s service territory not included in base rates once the 
CAP project is complete and water is being delivered. Under the Company’s proposed CAP 
surcharge mechanism, the Company would be required to make a separate filing for Commission 
consideration before the first surcharge becomes effective. The Company shall file its first 
surcharge request prior to taking delivery of CAP water through the CAP project. The amount of 
the initial surcharge will be determined and submitted for approval by the Commission. The 
CAP surcharge will be based on gallons sold similar to a commodity rate. The CAP surcharge 
will appear on customers’ bills as a separate line item labeled “CAP Water Surcharge.’’ 
Thereafter, the Company shall make annual filings prior to the anniversary of the effective date 
of the initial CAP surcharge. 

111. Components of CAP Surcharge 

The CAP surcharge will include the following components as &her described in Exhibit 
1: 

Component 1 - Variance from Combined CAP M&I Capital and CAP Delivery 
Charges included in Base Rates - This component is based upon variances between 
the combined CAP M&I capital and CAP delivery charges in effect for the applicable 
year and the combined amount of those rates ($105.87 per acre-foot) included in base 
rates. 



0 Component 2 - Tucson Water Wheeling Fees - This component is based upon the 
fees set forth in the final Wheeling Agreement between Vail and Tucson Water and 
the volume of water delivered to Vail’s service territory as defined by the Wheeling 
Agreement. 

Component 3 - Periodic Unrecovered Recharge Credits - This component applies the 
rate variance calculated in Component 1 to any excess of the total CAP allocation (in 
acre-feet) over the total water wheeled to customers. It is an asset that represents the 
CAP costs included in long term storage credits reserved for hture use. 

Component 4 - Prior Year UnderNOver) Recovery - This component represents the 
under/(over) recovery of the prior year’s costs through the surcharge. 

0 Component 5 - Long Term Storage Credit Recovery - This component reflects the 
value of Long Term Storage Credits to be recovered from ratepayers and used to 
offset CAGRD fees. The mount for recovery from ratepayers is calculated using 
average inventory cost. Vail will provide documentation to support these amounts. 

0 Component 6 - Gain on Sale of Lone. Term Storage Credits - This component reflects 
the customers’ share (50 percent) of any profit resulting from the sale of Long Term 
Storage Credits to third parties. 

Component 7 - Excess Water Loss Disallowance - This component is a disallowance 
of charges based on unaccounted for water loss in Vail’s system in excess of 10 
percent. If Vail’s unaccounted for water loss for the 12 months prior to the date of 
filing for a new surcharge exceeds 10 percent, the total amounts of the other 
components will be reduced by the percentage the unaccounted for water loss is in 
excess of 10 percent. 

IV. Calculation of the CAP Surcharge 

Once the total of the component costs have been determined, the CAP surcharge (per 
1,000 gallons) will be calculated by dividing the total costs by the prior year’s gallons sold (in 
1,000s). An illustrative exhibit is attached as Exhibit 1 showing the components of the 
calculation. 

The Company will track the surcharge collections during the year and identify any 
Any under/(over) recovery of the prior year’s surcharge will be under/(over) recovery. 

considered in the subsequent year’s computation of the surcharge. 

V. CAP Long-Term Storage Balance 

The Company will maintain a CAP long-term storage balance. The balance will be 
calculated beginning with the $1,081,028 amount adopted as a component of rate base and 
reflect additions for CAP M&I capital and CAP delivery charges incurred in the period 
beginning January 1, 2012, and ending the day before rates become effective in this case and 

2 



Periodic Unrecovered Recharge Credits (Component 3) and deductions for Variance from 
Combined CAP M&I Capital and CAP Deliver Charges included in Base Rates (Component l), 
Long-Term Storage Credit Recovery (Component 5) and Total Cost of Long-Term Storage 
Credits Sold (Exhibit 1 ,  Line 22). 

VI. Reporting 

The Company shall file its first surcharge request prior to taking delivery of CAP water 
through the CAP project. 

On or before February 1st of each year thereafter Vail will submit to the Commission as a 
compliance item an annual report showing its collections under the CAP Surcharge that includes 
a calculation of any under/(over) recovery and a calculation of the CAP Long-Term Storage 
Balance with detail showing each component's contribution to the change in balance from the 
prior year. 

VII. CAP Surcharge Implementation 

Vail will submit annually a schedule showing the computation of each year's surcharge 
along with supporting documentation of the underlying costs. Except for the first year, which 
may be a partial year, each surcharge shall remain in effect for a period of 12 months. The first 
surcharge calculation shall require Commission approval prior to going into effect. Thereafter, 
each surcharge shall be approved administratively by Commission Staff and shall become 
effective on April lS', unless Commission Staff files an objection to such surcharge calculation 
prior to April 1". Notwithstanding the foregoing, if any annual surcharge proposed by Vail 
represents an increase greater than $1.00 per 1,000 gallons over the CAP surcharge then in 
effect, such surcharge shall require Commission approval prior to going into effect. 

3 



Vail Water Company 
CAP Surcharge Mechanism 

Example Computation of CAP Surcharge (Year 1) 

Component 1 - Variance from Combined CAP Mal Capital and CAP Dellverv Chames Included in Base Rates 
[I] CAP Allocation (a.f.) 
[2] CAP M&l Capital and Delivery Charges (per a.f.) using base year (test year CAP rate) 
[3] CAP M&I Capital and Delivery Charges (per a.f.) using next year's firm rate 
[4] CAP Rate Increase (decrease) [3]-[2] 
151 Total CAP M&l Capital and Delivery Charges Increase(decrease) [1]x[4] 

ComDonent 2 - Tucson Water Wheelina F e e  
[SI m Wheeling fee (per a.f.) 
[8] Total Wheeling Fees 

ComDonent 3 - Periodic Unrecovered Recharae Credits 
[9] 
[IO] 
[ I  I ]  

CAP Water Delivered to Vail Service Territory (af.) 

CAP Water Recharged (a.f.) [11-[6] 
CAP Rate Increase (per a.f.) = [4] 
Total Recharge Credits for Future Use [9]x[10] 

ComDonent 4 - Prior Year UnderKOver) Recoverv (Not aDDlicable in Year 1) 
[I21 Total amount to be recovered via surcharge =[38] from prior year calc 
[I31 Gallons sold in previous 12 months (in 1,000s) (provide support) 
[14] Prior year surcharge rate (per 1.000 gallons) = [40] from prior year 
[I51 Amounts recovered via surcharge [13]x[14] 
[16] Prior Year Under (Over) recovery [12]-[151 

Comoonent 5 - Lona-Term Storaae Credit Recovery 
[17l 
[i8] Average Cost (provide support) 
[19] Total Cost [ I  7lx[181 

ComDonent 6 - Gain on Sale of Lona-Term Storase Credits 
[20] Long-term Storage Credits Sold (a.f.) (provide support) 
[21] Average Cost per a.f. (provide support) 
[22] Total Cost of Long-term Storage Credits Sold [2O]x[22] 
[23] Total Sales of Long-term Storage Credits 
[24] Gain on Sale of Storage Credits [23]-[22] 
[25] Shared with Ratepayers (%) 
[26] Credit for Rate Payer's Share of Gain [24]x[25]x(-1) 

Component 7 - Excess Water Loss Disallowance 

Long-term Storage Credits Used (a.f.) (provide support) 

Gallons Sold in Prior Year (In 1,000's) (provide support) 
Accounted for Water Not Sold (in 1.000's) (provide support) 
Total Gallons Sold and Accounted For (in 1,000's) [271 + [28] 
Total Gallons Aflowed (in 1,000s) [293/0.90 
Gallons Pumped in Prior Year (in 1,000s) (provide support) 
Water Loss (in 1,000s) [31] - [30] 
Percent Water Loss [323/[31]xlOO 
Allowed Water Loss Percentage 
Percent Reduction in Total Costs Recovered [MI-[33] (if positive then 0%) 
Total Base Costs [51+[8]+[111+[16]+[191+[261 
Water Loss Credit [35]x[361 

Cornoutation of Commoditv Surcharae 
[38] Total Net Costs to be Recovered [361+[371 
[39] Gallons sold in prior year (in 1,000's) 
[40] Cost per 1,000 gallons [3811[391 

Exhibit I 
Page 1 of 2 

1,857 
$ ' 105.87 
$ 144.00 
$ 38.13 
$ 70,807 

1,100 
$ 650.00 
$ 715,000 

757 

$ 

100 
$ 125 
$ 12,500 

100 
$ 125 
$ 15,825 
$ 15,625 
$ 

50.00% 
$ 

344,500 
10,000 

354,500 
393,889 
420,000 

26,111 
6.22% 

10.00% 
0.00% 

$ 769,443 
$ 

$ 769,443 
340,000 

s 2.26 



Vail Water Company 
CAP Surcharge Mechanism 

Example Computation of CAP Surcharge (Year 2) 

WrnDonent 1 - Varlance from Cornblned CAP M&l Ca~ltal and CAP Dellverv Charaes lnduded In Base Ra@ 
[I] CAP Allocation (a.f.) 
[2] CAP M&l Capital and Delivery Charges (per a,f.) using base year (test year CAP rate) 
[3] CAP M&l Capital and Delivery Charges (per a.f.) using next year's firm rate 
[4] CAP Rate Increase (decrease) [3]-[2] 
[5] Total CAP Mal Capital and Delivery Charges Increasefdecrease) [1]x[4] 

Component 2 - Tucson Water Wheelina Fees 
[6] m Wheeling fee (per a.f.) 
[8] Total Wheeling Fees 

Comoonent 3 - Periodlc Unrecovered Recharae Credits 
[9] 
[ lo]  
[ l l ]  

CAP Water Delivered to Vail Service Territory (a.f.) 

CAP Water Recharged (a.f.) [1]-[6] 
CAP Rate Increase (per a.f.) = [4] 
Total Recharge Credits for Future Use [9]x[10] 

ComDonent 4 - Prior Year UndedlOverl Recovery 
[12] Total amount to be recovered via surcharge =[38] from prior year calc 
[13] Gallons sold in previous 12 months (in 1,000s) (provide support) 
[14] Prior year surcharge rate (per 1,000 gallons) = [40] from prior year 
[15] Amounts recovered via surcharge [13]x[14] 
[16] Prior Year Under (Over) recovery [12]-[15] 

Comoonent 5 - Lona-Term Storaae Credit Recovery 
[17] 
[18] Average Cost (provide support) 
[19] Total Cost [17Ix[181 

ComDonent 6 - Gain on Sale of Lona-Term StoraQe Credits 
[20] Long-term Storage Credits Sold (a.f.) (provide support) 
[21] Average Cost per a.f. (provide support) 
[22] Total Cost of Long-term Storage Credits Sold [2O]x[21] 
[23] Total Sales of Long-term Storage Credits 
[24] Gain on Sale of Storage Credits [23]-[22] 
[25] Shared with Ratepayers (%) 
[26] Credit for Rate Payer's Share of Gain [24]x[25]x(-l) 

Long-term Storage Credits Used (a.f.) (provide support) 

ComDonent 7 - Excess Water Loss Disallowance 
1271 Gallons sold in previous 12 months (in 1,000s) (provide support) 

Accounted for Water Not Sold (in 1,000's) (provide support) 
Total Gallons Sold and Accounted For (in 1,000's) [27l + [28] 
Total Gallons Allowed (in 1,000s) (29]/0.90 
Gallons Pumped in Prior Year (in 1,000's) (provide support) 
Water Loss (in 1,000's) [31] - [30] 
Percent Water Loss [32Y[31]x100 
Allowed Water Loss Percentage 
Percent Reduction in Total Costs Recovered 1341-[33] (if positive then 0%) 
Total Base Costs [51+[81+[111+[161+[191+[261 
Water Loss Credit [35lx[36] 

Cornoutation of Corn moditv Surcharag 
[38] 
[39] 
[40] 

Total Net Costs to be Recovered [36]+[37] 
Gallons sold in previous 12 months (in 1,000s) =[I31 
Cost per 1,000 gallons [38yt39] 

Exhibit 1 
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1,857 
$ 105.87 
$ 154.00 
$ 48.13 
$ 89,377 

1,300 
$ 650.00 
$ 845,000 

557 
$ 48.13 
$ (26,808) 

$ 769,443 
352,000 

$ 2.26 
$ 796,600 
$ (27,157) 

100 
$ 125 
$ 12,500 

150 
$ 125 
$ 15,625 
$ 15,625 
$ 

50.00% 
$ 

352,000 
10,000 

362,000 
402,222 
420,000 

17,778 
4.23% 

10.00% 
0.00% 

$ 892,912 
$ 

$ 892,912 
352,000 

2.54 
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EXECUTIVE SUMMARY 
VAIL WATER COMPANY 

DOCKET NO. W-01651B-12-0339 

Vail Water, Company (“Company”) is a certificated Arizona public service corporation 
that provided water services during 2011 in Pima County, Arizona. The average number of 
customers served per the Company during the test year was approximately 3,900. 

On July 27, 2012, the Company filed with the Arizona Corporation Commission 
(“Commission”) an application for a permanent rate increase with a test year ending December 
3 1,201 1. The application was found sufficient on August 27,2012. 

Rate Application: 

The Company-proposed rates, as filed, produce total operating revenue of $2,378,860, an 
increase of $44,113, or 1.89 percent, over test year revenue of $2,334,747 to provide a $344,528 
operating income and a 10.40 percent rate of return on its proposed $3,312,774 fair value rate 
base (‘‘FVFW7) which is its original cost rate base (“OCRIY). 

The Utilities Division (“Staff ’) recommends rates that produce total operating revenue of 
$2,191,924, a decrease of $142,823,or 6.12 percent, from the Staff-adjusted test year revenue of 
$2,334,747, to provide a $201,902 operating income and a 9.10 percent return on the $2,218,704 
Staff-adjusted FVRB and OCRB. 

The Company-proposed rates would increase the monthly bill for a typical 5/8 x 3/4-inch 
meter residential customer, with a median usage of 5,500 gallons, by $.52 (1.48 percent), from 
$35.18 to $35.70. Under the Staff-recommended rate design for permanent rates, the monthly 
bill for a typical residential customer would decrease by $3.73 (10.60 percent), from $35.18 to 
$3 1.45. 

Staff Recommendations: 

Staff recommends: 

Approval of Staffs rates and charges as shown in schedule JMM-17. In addition 
to collection of its regular rates and charges, the Company may collect from its 
customers a proportionate share of any privilege, sales or use tax, per Arizona 
Administrative Code (“A.A.C.”) Rule 14-2-409(D) (5). 

Directing the Company to docket with the Commission a schedule of its approved 
rates and charges within 30 days after the date the Decision in this matter is 
issued. 

Directing the Company to file with Docket Control, as a compliance item in this 
docket and within 90 days of the effective date o€ a decision in this proceeding. at 



e 

least five Best Management Practices (“BMPs”), in the form of tariffs that 
substantially conform to the templates created by Staff, for Commission review 
and consideration. The templates created by Staff are available on the 
Commission’s website at http://www.azcc.gov/Divisions/utilities/forms.asp (see 
Engineering Report). 

Authorizing the depreciation rates by individual National Association of 
Regulatory Utility Commissioners account, as presented in Table 1-1 of 
Engineering Report. 

Directing the Company to obtain competitive bids for its management services no 
less frequently than every three years, file the management services bid 
documentation with the Utilities Compliance Division and file a letter in Docket 
Control stating that the bid documentation was filed with the Utilities Division. 

Directing the Company to directly track salary costs from its affiliate, TEM Corp., 
to the maximum extent practical by use of timesheets in units no larger than 
hourly. 

Direct the Company to cooperate with Staff and provide information Staff may 
need in the Company’s affiliate general ledger and other accounting records. 

Authorizing the Company to use any funds that remain in the Central Arizona 
Project (“CAP”) account to fund the CAP Water line from Tucson Water to Vail 
Water and to treat those funds as contributions in aid of construction. 

Authorize a surcharge to be calculated at a later date, through the Company’s own 
initiative in the Docket for this case, to request recovery of new CAP costs as they 
become known and measurable. 

Direct that the Company’s CAP surcharges be reviewed in its next rate case for 
appropriate modification or discontinuation. 

http://www.azcc.gov/Divisions/utilities/forms.asp
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Direct Testimony of Jellrey M. Michlik 
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I. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Jeffiey M. Michlik. I am a Public Utilities Analyst V employed by the 

Arizona Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My 

business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst V. 

In my capacity as a Public Utilities Analyst V, I analyze and examine accounting, 

financial, statistical and other information and prepare reports based on my analyses that 

present Staffs recommendations to the Commission on utility revenue requirements, rate 

design and other matters. I also provide expert testimony on these same issues. 

Please describe your educational background and professional experience. 

In 2000, I graduated from Idaho State University, receiving a Bachelor of Business 

Administration Degree in Accounting and Finance, and I am a Certified Public 

Accountant with the Arizona State Board of Accountancy. I have attended the National 

Association of Regulatory Utility Commissioners’ (“NARUC”) Utility Rate School, 

which presents general regulatory and business issues. 

I joined the Commission as a Public Utilities Analyst in May of 2006. Prior to 

employment with the Commission, I worked four years for the Anzona Office of the 

Auditor General as a Staff Auditor, and one year in public accounting as a Senior Auditor. 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations regarding Vail Water Company’s 

(“Vail” or “Company”) application for a permanent rate increase. I am presenting 
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testimony and schedules addressing rate base, operating revenues and expenses, revenue 

requirement, and rate design. Mr. Marlin Scott Jr. is presenting Staffs engineering 

analysis and related recommendations. Mr. John Cassidy is presenting cost of capital 

testimony. 

Q. 
A. 

Q- 
A. 

What is the basis of your testimony in this case? 

I performed a regulatory audit of the Company’s application and records. The regulatory 

audit consisted of examining and testing financial information, accounting records, and 

other supporting documentation and verifying that the accounting principles applied were 

in accordance with the Commission-adopted NARUC Uniform System of Accounts 

(“USoA”). 

How is your testimony organized? 

My testimony is presented in ten sections. Section I is this introduction. Section I1 

provides a background of the Company. Section I11 is a summary of consumer service 

issues. Section IV presents compliance status. Section V is a summary of the Company’s 

filing and Staffs rate base and operating income adjustments. Section VI presents Staffs 

rate base recommendations. Section VI1 presents Staffs operating income 

recommendations. Section VI11 presents Staffs revenue requirement. Section IX presents 

Staffs rate design. Section X presents the Company’s Affiliated and Related Entities, and 

Section XI presents Staffs Central Arizona Project recommendations. 
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11. 

Q. 
A. 

III. 

Q. 

A. 

BACKGROUND 

Please review the background of this application. 

Vail Water Company is a certificated Arizona public service corporation that provided 

water services during 201 1 in Pima County, Arizona. The average number of customers 

served per the Company during the test year was 3,900. 

On July 27, 2012, the Company filed an application for a permanent rate increase, with a 

test year ending December 3 1,201 1. 

CONSUMER SERVICES 

Please provide a brief history of customer complaints received by the Commission 

regarding the Company. Additionally, please discuss customer responses to the 

Company’s proposed rate increase. 

A review of the Commission’s Consumer Services database for the Company from 

January 1,2010, to January 30,2013, revealed the following: 

2012 - Zero complaints, zero opinions, and zero inquires. 

2011 - Three complaints (one billing, one disc/term-non pay, and one other), zero 

opinions and zero inquiries. 

2010 - One complaint (deposit refund), zero opinions and zero inquiries. 

All complaints have been resolved and closed. 
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Iv. 

Q. 
A. 

V. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

COMPLIANCE 

Please provide a summary of the compliance status of the Company. 

A check of the Commission’s Compliance database indicates that there are currently no 

delinquencies for the Company. 

SUMMARY OF FILING, RECOMMENDATIONS, A N D  ADJUSTMENTS 

Please summarize the Company’s proposals in this filing. 

The Company-proposed rates, as filed, produce total operating revenue of $2,378,860, an 

increase of $44,113, or 1.89, over test year revenue of $2,334,747 to provide a $344,528 

operating income and a 10.40 percent rate of return on its proposed $3,312,773 fair value 

rate base ( “ F W ” )  which is its original cost rate base (“OCRB”). 

Please summarize Staffs recommendations. 

Staff recommends rates that produce total operating revenue of $2,191,924, a decrease of 

$142,823, or 6.12 percent, from the Staff-adjusted test year revenue of $2,334,747, to 

provide a $201,902 operating income and a 9.10 percent return on the $2,218,704 Staff- 

adjusted F W  and OCRB. 

What test year did the Company use in this filing? 

The Company’s rate filing is based on the twelve months ended December 3 1,201 1 (“test 

year”). 

Please summarize the rate base adjustments addressed in your testimony. 

My testimony addresses the following issues: 
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Retired Plant - This adjustment decreases plant-in-service by $28 1,388 and accumulated 

depreciation by $28 1,388 to remove plant-in-service that should be retired. 

Plant Retired to Wrong Account - This adjustment reclassifies plant balances to correct 

errors in recording retirements. This adjustment neither increases or decreases plant-in- 

service, but does decrease the associated accumulated depreciation by $10,136. 

Excess Capacitv - This adjustment reduces plant-in-service by $268,743 and accumulated 

depreciation by $268,743 to remove excess capacity. 

Central Arizona Proiect V‘CAP”) Long-Term Storage Credits - This adjustment creates a 

Deferred Regulatory Liability in the amount of $1,075,643 to recognize ratepayer monies 

held by the Company. 

Q. 

A. 

Please summarize the operating revenue and expense adjustments addressed in your 

testimony. 

My testimony addresses the following issues: 

Central Arizona Proiect (“CAP”) Municipal and Industrial ((‘M&I’’) Expenses - This 

adjustment increases CAP M&I expenses by $47,911 to take into account scheduled 

increases in CAP M&I expenses. 

Water Testing Expense - This adjustment increases water testing expense by $9,761 to 

reflect Stafrs recommended annual amount of $13,667. 
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Miscellaneous Expense - This adjustment decreases miscellaneous expenses by $1,3 1 1 to 

remove costs that are not necessary to the provision of water services. 

Depreciation Expense - This adjustment decreases depreciation expense by $40,418 to 

reflect application of Staffs recommended adjustments to plant-in-service discussed 

above and Staffs recommended depreciation rates. 

Propem Tax Expense - This adjustment does not increase or decrease test year property 

taxes, but reflects application of the modified version of the Arizona Department of 

Revenue’s (“ADOR”) property tax methodology. 

Income Tax Allowance Expense - This adjustment decreases test year income tax expense 

by $13,733 to reflect the Tax Allowance for income tax expense. 

VI. RATE BASE ADJUSTMENTS 

Fair Value Rate Base 

Q. Did the Company prepare a schedule showing the elements of Reconstruction Cost 

New Rate Base? 

No, the Company did not. The Company’s filing treats the OCRB the same as the FVRB. , A. 

Rate Base Summavy 

Q. Please summarize Staff‘s adjustments to the Company’s rate base shown in 

Schedules JMM-3 and JMM-4. 

Staffs adjustments to the Company’s rate base resulted in a net decrease of $1,094,069 

from $3,312,773 to $2,218,704. Staffs recommendations result from the rate base 

adjustments described below. 

A. 
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Rate Base Adjustment No. I -Retired Plant 

Q. 

A. 

Did Staff identify plantthat should be retired? 

Yes. Staff identified $281,388 in plant that the Company should have retired, but had not 

retired. Please see the testimony of Staff Engineer Marlin Scott, Jr. 

Q. What is Staff's recommendation? 

A. Staff recommends decreasing plant in service by $281,388 to remove all plant from rate 

base that should have been retired, and also remove the associated accumulated 

depreciation amount of $288,388, as shown in Staff Schedule JMM-5. 

Rate Base Adjustment No. 2 -Plant Retired to Wrong Account 

Q. 
A. 

Q. 
A. 

Did Staff identify plant that was retired to the wrong account? 

Yes. Based on the Company's response to Staff data request 4-3, Staff identified $27,480 

in plant that was retired to the wrong account. 

What is Staff's recommendation? 

Staff recommends reclassifying and increasing plant in the amount of $1,838 in account 

311 Electric Pumping Equipment, and in the amount of $25,642 in account 330 

Distribution Reservoirs and Standpipe, and reducing plant in the amount of $27,480 in 

account 340, Office Furniture and Fixtures, along with decreasing the associated 

accumulated depreciation by $10,136, as shown in Staff Schedule JMM-6. 

Rate Base Adjustment No. 3 -Excess Capacity 

Q. 

A. 

Did Staff identify plant-in-service with excess capacity? 

Yes. Staff identified $268,743 in excess capacity that should be removed from rate base. 

Please see the testimony of Staff Engineering Marlin Scott, Jr. 
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Q. What is Staffs recommendation? 

A. Staff recommends decreasing plant in the amount of $268,743 in account 307 Wells and 

Springs, as shown in Staff Schedule JMM-7. 

Rate Base Adjustment No. 4 - Central Arizona Project (“CAP”) Long-Tern Storage Credits 

(‘Z TSC ”) 

Q. 

A. 

Q. 
A. 

Q. 
a. 

Is the Company proposing to include Deferred CAP Charges of $1,104,206 in rate 

base? 

Yes. 

Please provide a brief overview of the Company’s CAP LTSC and their uses? 

Based on the Company’s response to Staff data request 3-1, the Company has an annual 

subcontract amount of 1,857 Acre Feet (“AF”) of CAP rights. Currently Vail recharges its 

entire annual allocation with Kai Farms which generates recharge credits. The Company, 

as part of the Tucson Active Management Area, uses these credits to offset its annual 

groundwater pumping, as required to achieve “Safe Yield.’’ The Company has also sold a 

limited amount of excess credits to del Lago Golf club during months when there is a 

need. Storage credits purchased by del Lago Golf have ranged from 125 AF to 243 AF 

annually and are sold on an average costs basis. Funds from these sales are deposited in 

the segregated CAP account. 

Why has the Company been accumulating theses CAP LTSC? 

According to the Company, prior to 2009 all CAP and associated recharge costs were 

expensed in the year disbursed. As the remainder credits grew to an amount greater than 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

, 

the amount of water recovered for a calendar year, the Company began to capitalize its 

CAP charges and amortize its usage on an average cost basis.’ 

Further, the Company plans to continue to use the LTSC until it can take direct delivery of 

the CAP water, and it plans to keep an amount of credits in reserve for potential outages 

on the canal. 

Does Staff agree with the Company’s plan for using the CAP LTSC? 

Staff agrees so long as the Company continues to deposit the proceeds of any sale of 

excess credits into the segregated funds designated for CAP purposes. 

Has the Company provided Staff with a CAP LTSC work sheet? 

Yes. The Company stated that this worksheet mirrors the worksheet required by the 

Arizona Department of Water Resources (“ADWR’), but it provides greater detail. 

Does Staff agree with the Company’s calculation? 

Yes, for the most part. The Company provided Staff with a revised worksheet in response 

to Staff data request 5-1. Staff did notice that the five-percent cut to the aquifer was not 

included in the 201 1 year calculation, and Staff has included a recalculated storage credit 

figure. Please see Attachment A. 

Has Staff made an adjustment to correct for the Company’s omission of the five- 

percent cut in the Deferred CAP asset? 

Yes. Please see schedule JMM-8. This results in a $28,563 reduction to the Deferred 

CAP asset charge. 

’ Company response to Staff data request JMh4 5-1. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

How is the CAP LTSC balance calculated on a yearly basis? 

As shown in the worksheet included in Attachment A, the Company starts with a 

beginning balance which includes the AF, cost and per unit cost. The Company then adds 

the CAP M&I charges for water entering the recharge facility for the year.* Next, other 

costs for acquisitions or purchases of LTSC for the year are added.3 Then, the Company 

subtracts the cost for the annual amount pumped from the ground and for any LTSC sold 

to its affiliate, del Lago Golf, to compute an ending balance. 

Since the volume of water being recharged into the facility is more than the quantity of 

water the Company pumped from the ground, a net positive CAP LTSC is accumulated 

for the year. 

Is the Company proposing to include the Deferred CAP Charges balance in rate 

base? 

Yes. The Company has included a Deferred CAP Charges balance of $1,104,206 in its 

rate base. 

Did the Company’s investors fund the Deferred CAP Charges? 

No. The Company has collected funds via a CAP Hook-up fee and a CAP Service Charge 

(i.e., surcharge). While Decision No. 62450 refers to treating the CAP Hook-up fees as 

revenues, it also provides for a ‘ ‘ t rue-~p~~ between the amounts collected and expenditures 

by refunding any excess to  customer^.^ 

The recharge facility is located at the Kai Farms a certified Groundwater Savings Facility. 
For example, in 2009, the Company purchased 4,000 AF from the City of Tucson for $489,000. 
Decision No. 62450, page 11. 
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Q- 

A. 

Q. 
A. 

VII. 

Is the Company proposing to include a liability component in its rate base to reflect 

that ratepayers have provided funds for the CAP Charge? 

No. However, if Deferred CAP Charges are recognized in rate base, an offsetting liability 

to recognize that ratepayers have funded the CAP charges and that the amounts are to be 

trued-up is appropriate. That is, a deferred CAP liability account, or contra account, is 

appropriate to offset the Deferred CAP charge asset. 

What is Staff’s recommendation? 

Staff recommends a reduction of $28,563 to the Deferred CAP charge from $1,104,743 to 

$1,076,180. Staff also recommends recognition of a deferred CAP liability account in the 

amount of $1,076,180, as shown in Schedule JMM-8. 

OPERATING INCOME ADJUSTMENTS 

Operating Income Summary 

Q. What are the results of Staffs analysis of test year revenues, expenses, and operating 

income? 

As shown in Schedules JMM-9 and JMM-10, Staffs analysis resulted in test year 

revenues of $2,334,747, expenses of $2,024,301 and operating income of $3 10,446. 

A. 

Operating Income Adjustment No. I - Purchased Water Expense 

Q. 
A. 

Why did Staff make an adjustment to Purchased Water Expense? 

Staff adjusted Purchased Water expense to recognize that CAP Municipal and Industrial 

(,‘M&I”) and CAP Capital charges are scheduled to increase. Since the scheduled cost 

increases or similar increases are almost certain, Staff considers them to be known and 

measurable. 
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Q. 
A. 

Q. ‘ 
A. 

What method did Staff use to calculate its adjustment? 

Staff normalized the CAP M&I and CAP Capital charges by calculating the mean average 

over a five year period using information in CAP’S Final 2013 to 2018 Rate Schedule. 

What is Staffs recommendation? 

Staff recommends increasing purchased water expenses by $47,911, as shown in Staff 

Schedule JMM- 1 1. 

Operating Income Adjustment No. 2 - Water Testing Expense 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What did the Company propose for water testing expense? 

The Company proposed its recorded test year expense of $3,906. 

What adjustment did Staff make? 

Staff adjusted the water testing expense upward by $9,761, from $3,906 to $13,667, to 

reflect Staffs recommended amount. Please see the attached Engineering Report. 

What is Staffs recommendation? 

Staff recommends increasing water testing expense by $9,761, as shown in Schedule 

JMM-12. 

Operating Income Adjustment No. 3 - Miscellaneous Expense 

Q. Does the Company’s application request to recover expenses not necessary to the 

provision of water services? 

Yes. The Company’s application includes $1,3 11 in Miscellaneous Expenses related to 

lunches and dinners. 

A. 
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Q. What is Staff‘s recommendation? 

A. Staff recommends decreasing Miscellaneous Expense by $1,3 1 1 , from $1 1,424 to 

$10,113, as shownin Schedule JMM-13. 

Operating Income Adjustment No. 4 - Depreciation Expense 

Q. 

A. 

How did Staff calculate depreciation expense? 

Staff recomputed depreciation expense on a going-forward basis by applying Staffs 

recommended depreciation rates by account to Staffs recommended plant-in-service 

balances and reducing that result by the amortization of contributions-in-aid-of- 

construction (“CIAC”), as shown in Schedule JMM-14. 

Q. What is Staff‘s recommendation? 

A. Staff recommends reducing depreciation expense by $40,418, from $570,649 to $530,23 1, 

as shown in Schedule JMM-14. 

Operating Income Adjustment No. 5 -Property Tax Expense 

Q. 

A. 

Q. 
A. 

What method has the Commission typically adopted to determine property tax 

expense for ratemaking purposes for Class C and above water utilities? 

The Commission’s practice in recent years has been to use a modified ADOR 

methodology for water and wastewater utilities. 

Did Staff calculate property taxes using the modified ADOR method? 

Yes. As shown in Schedule JMM-15, Staff calculated property tax expense using the 

modified ADOR method for both test year and Staff-recommended revenues. Since the 

modified ADOR method is revenue dependent, the property tax is different for test year 

and recommended revenues. 
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Q. What does Staff recommend for test year property tax expense? 

A. Staff recommends the same test year property tax expense as the Company, as shown in 

Schedule JMM-15. 

Operating Income Adjustment No. 6 - Commission Tax Allowance Policy - Income Tax Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

VIII. 

Q. 

A. 

What adjustment did Staff make to Income Tax Expense? 

The Commission on February 12,2013, created a new Commission Tax Allowance Policy 

that makes income tax of utilities that are not C corporations an allowable expense. 

Has Staff included an adjustment to account for this change in policy? 

Yes, Staff calculated test year income taxes consistent with the adopted policy of $91,962, 

as shown in schedule JMM-2. 

What is Staff recommending? 

Staff recommends reducing Income Tax expense by $14,282, from $106,244 to $91,962, 

as shown in Schedule JMM-16. 

REVENUE REQUIREMENT 

What operating income and revenue requirement does Staff recommend for the 

Company in this case? 

Yes. Staff recommends total operating revenue of $2,191,924, a decrease of $142,823, or 

6.12 percent, from the Staff-adjusted test year revenue of $2,334,747, to provide a 

$201,902 operating income and a 9.10 percent return on the $2,218,704 Staff-adjusted 

FVRB and OCRB. For more information on the calculation of the rate of return see the 

Direct Testimony of John Cassidy. 
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Ix. 
Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

X. 

RATE DESIGN 

Did Staff prepare a summary of the Company’s present rates, proposed rates, and 

Staffs recommended rates? 

Yes. See Schedules JMM-17. 

Did Staff prepare a typical bill analysis for a 5/8” x 3/4” residential customer water 

customer? 

Yes. See Schedules JMM-18. 

What does Staff recommend for other service charges? 

Staff presents its recommended other service charges in Schedule JMM-17, and they 

reflect Staffs experience of what are reasonable and customary charges. 

What is Staffs recommendation? 

Staff recommends approval of its rates and charges, as shown in Schedules JMM-17. 

AFFILIATED AND RELATED ENTITIES 

Affiliate and Related Entities Structure 

Q. 

A. 

Who are the officers of Vail Water Company? 

The Officers of Vail Water Company are as follows, as contained in Attachment B: 

President - Sheldon J. Mandell 

Treasurer - Howard J. Mandell 

Secretary - Paul Mandell 

Vice President - Christopher T. Volupe 
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Q. 

A. 

Please identify the members, managers, officers, or partners of the other affiliated or 

related entities. 

The members, managers, or partners for each entity are as follows, as contained in 

Attachment B: 

TEM Corn. 

Other Officer - Lean A. Estes 

Secretary/TreasurerNice President - Chnstopher T. Volupe 

Vice-president - William A. Estes 111 

President - Shirley A. Estes 

Estes Development Co., L.L.C. 

Member - William A. Estes I11 

Member - Chnstopher T. Volupe 

Vail Valley Associates, L.L.C. 

Manager - Christopher H. Sheafe 

Manager - William A. Estes 

Member - The Sheafe 

Manager - Robert C. Neill 

Member - BSE Trust 

Member - Robert and Mary Neill Family Trust Member 

Mandell Vail Corn 

President - Sheldon J. Mandell 

Secretary - Howard J. Mandell 
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Vice-president - Arthur N. Mandell 

Vice-president - Allen E. Mandell 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Del Lago Golf LLC 

Manager - Del Largo Golf LLC 

Member - The Estes Living Trust 

Member - The Estes Co. 

How does the Commission define an affiliate? 

According to Rule 14-2-801(1) of the Arizona Administrative Code (“A.A.C.”): 

‘Xfiliate, ” with respect to the public utility, shall mean any other entity 
directly or indivectly controlling or controlled by, or under direct or 
indirect common control with, the public utility. For purposes of this 
definition, the term “control” (including the correlative meanings of the 
terms “controlled by” and “under common control with’?), as used with 
respect to any entity, shall mean the power to direct the management 
policies of such entity, whether through ownership of voting securities, or 
by contract, or otherwise. 

Is it true that A.A.C. R14-2-801 et seq only apply to Class A utilities? 

Yes. However, even though the rules do not technically apply to Vail, the principles set 

forth in those rules, as well as the standards under Generally Accepted Accounting 

Principles (“GAAP”), are relevant in this case because of the organizational relationships 

between the Company, its parent, and the management company. 

How is a related party defined under GAAP? 

A related party includes a party that “can significantly influence the management or 

operating policies of the transacting parties or if it has an ownership interest in one of the 
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transacting parties and can significantly influence the other to an extent that one or more 

of the transacting parties might be prevented from fully pursuing its own separate 

interests.” 

Q. 
A. 

Q. 
A. 

Q. 

A. 

What treatment does GAAP give to transactions between such parties? 

GAAP states: 

Transactions involving related parties cannot be presumed to be carried 
out on an arm’s-length basis, as the r-equisite conditions of competitive, 
kee-market dealings may not exist. Representations about transactions 
with related parties, if made, shall not imply that the related party 
transactions were consummated on terms equivalent to those that prevail 
in arm 5-length transactions unless such representations can be 
substantiated. 

Do the relationship and activities of Vail and TEM suggest that they are affiliates? 

Yes. 

Should a higher standard of evidence be placed on affiliate or related-party 

transactions that are not subject to a competitive bidding process? 

Yes. For affiliate or related-party transactions, a mere showing that costs were incurred is 

not sufficient evidence to demonstrate that the costs are appropriately valued. Such 

transactions cannot be presumed to be carried out on an arm’s length basis and, therefore, 

give rise to the potential for additional charges. Using a competitive bidding process 

provides evidence that the best quality service at the lowest price is obtained. Also, a 

competitive bidding process provides incentive to the outside service to run as efficiently 

as possible in order to keep costs low. 

Accounting Standards Codification 850-10-50-5. 
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Q. 
A. 

Q. 
A. 

What happens when the competitive bidding process is ignored? 

An unregulated affiliate may be able to pass expenses onto the regulated entity and have 

ratepayers pay for costs that are not necessary for the provision of water service. 

Is there any evidence that such may have happened in this case? 

Yes. As TEM Corp. points out in an October 10, 1996 proposal to Del Largo Water 

Company,6 the following are among the reasons used to justify TEM Corp. managing Del 

Lago Water Company (See Attachment C): 

Vail Valley Joint Venture lower its operating Costs. Currently all of Doug’s, 

Kip’s, Gloria’s, and Lisa’s time are billed to WSV. With the acceptance of this 

proposal, any time spent on DLWCO would not be included in the TEM cost 

reimbursements paid by WJV. For instance, Kip’s time may drop form 15% to 

5%, Doug’s from 85% to 8O%, Gloria’s from 20% to 10% and so on. 

Additionally, if further staffing is needed for TEM to complete its duties, W J V  

would not be burdened with a budget increase. 

Mandell position is enhanced in WW. The Mandell group owns 60% of VVJV 

and 50% of DLWCO; hence, every dollar saved at the W J V  level is more 

valuable to them than a dollar spent on DL WCO (emphasis added). 

TEM fees is passed on to customers. When the rate base is based on the physical 

plant, the rate charged to customers includes overhead. For instance, if your 

physical plant is worth $1,000,000 and your overhead is $75,000 per year, you are 

allowed to earn an 8% profit on the physical plant plus recoup your overhead. In 

Currently, Vail Water Company. 
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this case fees should be $155,000. DLWCO has exposure from the Corporation 

Commission if costs, passed on to its customers, are not expended 

Ramifications may include lowering the rate. Our goal is to get as large an 

increase as possible at the next rate hearing, again this results in a win for  the 

Owners. I f  a larger fee to TEM is justifiable, perhaps additional benefit could be 

passed on to W J V  through further cost reductions (emphasis added). - 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Does Staff have concerns with this management contract? 

Yes. As noted above, costs can be shifted from VVJV to Vail Water Company, which can 

lower V V J V ’ s  operating costs and increase Vail Water Company’s operating costs at the 

expense of rate payers. Especially since the Company, in response to Staff data request 

2.8, stated that the partners of Vail Valley Joint Venture are shareholders of Vail Water 

Company, but do not exercise control over Vail Water Company. 

Has the Company ever again bid out its management services? 

No. 

What is Staff’s recommendation? 

Staff recommends that the Company seek competitive bids for its management services no 

less frequently than every three years, and file the management services bid 

documentation with the Utilities Compliance Division along with filing a confirmation 

letter in Docket Control. The bid documentation should at a minimum contain the 

following: . I  

a. 

b. 

The names of at least five vendors from which the Company has solicited bids. 

A comparison of the prices or rates. 
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c .  The rationale for selecting the winning bidder if the lowest cost is not used. 

Employee and Salaries 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

How is the Company's organizational structure set-up? 

Vail Water Company has both its own employees and also an affiliate management 

company, TEM, that it has contracted to manage its Company. 

How many employees does Vail Water Company employ, and what are their 

positions? 

In response to Staff data request 2.1, the Company noted that it has six employees: an 

Operator, a Billing Manager, a Customer Service Representative, and three field 

technicians. 

How many employees of TEM does TEM allocate salaries to Vail? 

In response to Staff data request 2.5, the Company noted that it allocates a percentage of 

the following employee salaries to Vail Water Company: Vice President, Assistant 

Controller, Accounting/Legal Assistant, and Administrative Assistant. 

Did the Company provide a worksheet that displays how TEM Corp. allocated its 

Management Fees to Vail Water Company? 

Yes (See Attachment D). The Schedule contains a category for Salaries, Benefits, and 

other Expenses. Each expense item is then allocated by a vague guesstimatedpevcentage 

to arrive at a dollar amount to be allocated to Vail Water Company. 
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Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Does Staff find this methodology adequate? 

No. The Company is out of compliance with National Association of Regulatory Utility 

Commissioners (((NARUC’’). 

What does NARUC state about allocations of cost? 

To the maximum extent practicable, in consideration of administrative costs, costs should 

be collected and classified on a direct basis for each asset, service or product provided. 

What are direct costs? 

Costs which can be specifically identified with a particular service or product. 

Can you give an example? 

Yes. Most legal invoices that Staff reviews specify the number of hours that an attorney 

works on different areas of a rate case. For, example, .25 hours reviewing Staff data 

requests, 1 hour worlung on company filing, etc., along with the cost charged per each 

hour of work. 

Could TEM Corp. have used this methodology to directly track TEM Corp. hours? 

Yes. 
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Q- 

A. 

Q. 
A. 

Does the NARUC USoA also state that “Charges to utility plant or to a salaries 

expense account shall be based upon the actual time engaged in either plant 

construction or providing operational services. In the event actual time spent in the 

various activities is not available or practicable, salaries should be allocated upon the 

basis of a study of the time engaged during the representative period. Charges 

should not be made to the accounts based upon estimates or in an arbitrary 

fashion?’’ 

Yes. 

What is Staffs recommendation? 

Staff recommends that the Company comply with the NARUC USoA, and directly track 

salary costs from its affiliate, TEM Cop., to the maximum extent practical by use of 

timesheets in units no larger than hourly. 

AfJiliates General Ledger 

Q. 
A. 

Q. 
A. 

Did Staff ask for TEM Corp.’s general ledger? 

Yes. However, the Company refused to provide Staff with TEM Corp.’s general ledger. 

Why is an affiliate’s general ledger important? 

Without the affiliate’s general ledger, Staff is unable to properly/adequately complete its 

audit of TEM Corp.’~ allocation. Staff cannot verify that the salaries presented on the 

Company’s work sheet are accurate. In addition, the Company states that it has also 

removed the affiliated profit; however, the Company’s assertion cannot be verified 

without access to its general ledger and other accounting records. 
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Q. 

A. 

Q. 
A. 

XI. 

What does NA4RUC USoA state about general records and transactions with 

associated Companies? 

Each utility shall keep its books of account, and all other books, records, and memoranda 

which support the entries in such books of accounts so as to be able to furnish readily full 

information as to any item included in any account. Each entry shall be supported by such 

detailed information as will permit a ready identification, analysis, and verification of all 

facts relevant thereto. 

Further, each utility shall keep its accounts and records so as to be able to hrnish 

accurately and expeditiously statements of all transactions with associated companies. 

What is Staffs recommendation? 

Staff recommends that the Commission direct the Company to cooperate with Staff and 

provide information Staff may need in the Company’s affiliate general ledger and other 

accounting records to verify costs requested for recovery that are direct charged or 

allocated from or through the affiliate. 

CENTRAL ARIZONA PROJECT 

Introduction 

Q. 

A. 

Please give some background on the Central Arizona Project. 

Authorized as part of the Colorado River Basin Project Act (Pub. L. 90-537), in 1968, the 

CAP is a multi-purpose water project which delivers water for irrigation, municipal and 

industrial uses in central and southern Arizona. CAP Municipal and Industrial 

subcontractors, of which Vail Water Company is one, have entered into CAP subcontracts 

with the Central Arizona Water Conservation District (“CAWCD”) and the United States 

Secretary of the Interior through which they obtain water allocations in acre feet from the 
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Colorado River. The M&I fees recoup construction costs spent by CAP that are payable 

to the United States. The Company’s payment of M&I fees to CAP assures that the 

Company’s CAP allocation remains available to them. Vail’s current CAP allocation is 

1,875 acre feet. The annual M&I is payable in equal semi-annual installments. 

When the Company actually takes delivery of CAP water allotted to them it pays an 

annual CAP Operation, Maintenance, and Replacement (“OM&R’) expense in monthly 

payments. 

Q. 
A. 

How has the Commission dealt with CAP expenses in other cases? 

The Commission in Decision No. 68302 (November 14, 2005)7, distinguished between 

CAP water that was being delivered as used and useful and CAP water that was not being 

delivered. In that case, two golf courses took delivery of 279 acre feet of CAP water. The 

279 acre feet of CAP water was deemed used and useful and, therefore, the previously 

deferred M&I charges were included in rate base and amortized to expense over 20 years. 

Similarly, in Decision No. 71845 (August 24, 2010)8, the Commission determined that 

1,003 acre feet of CAP was used and useful and, therefore, the previously deferred M&I 

charges were included in rate base and amortized to expense over 20 years. 

The Company was authorized to defer CAP M&I costs that were not deemed used and 

useful because that portion of its CAP allocation was not being utilized at the time. Each 

year the M&I balance is reduced by amounts amortized and by sales of non-potable CAP 

water pursuant to its NP-274 tariff. Customers reimburse the Company for the related 

ongoing (not to be confused with deferred) M&I capital charges and, accordingly, these 

costs do not affect the deferred CAP balance. However, when the Company sells non- 

Docket No. W-01445A-04-0650. 
* Docket No. W-01445A-08-0440. 
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potable CAP water pursuant to the NP-274 tariff, it expenses the related ongoing M&I 

capital charges to account 6022 (making them a pass-thm expense similar to sales taxes) 

instead of deferring them. The balance is then further reduced by CAP Hook-up fees 

collected, and increased by an allowance for funds used during construction (“AFUDC”) 

on the balance. The Company has projected its deferred CAP balance for every year until 

2025. The Company compares the projected amount to be recovered to the actual amount 

authorized to be recovered in the rate case and uses this data to calculate its proposed 

Hook-up fee in the next rate case to provide to full recovery by 2025. 

Q- 
A. 

Q. 
A. 

How will CAP water benefit the Company? 

The Company will now have another source of potable water, besides water that is 

pumped from the ground. The Company along with its real-estate affiliates can 

demonstrate more easily an assured water supply, in order to expand housing in its service 

area. 

Does the Company have a CAP Hook-up fee? 

Yes. In Decision No. 62450 the Commission approved a CAP Hook-up fee subject to the 

following conditions: 

a. The tariff would apply to all new subdivisions and line extension agreements that 

are approved for the north system from the end of the 1998 TY forward. Once the 

interconnection is completed between the north and south systems, the tariff would 

apply to all new subdivisions and line extension agreements in the combined north 

and south systems; 

b. Vail must be recharging CAP water within 6 months of this Decision; 
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C. 

d. 

e. 

f. 

€5 

h. 

1. 

.i. 

All CAP Hook-up Fees and CAP Service charges are to be placed in a separate 

interest bearing account; 

Revenue collected from the CAP Hook-up Fee and CAP Service Charge can only 

be used for payment of the CAP holding fee and Municipal and Industrial costs; 

The CAP Service Charge shall be identified as a separate line item charge on the 

customer bill; 

Final plans for the direct use of CAP water within Vail's service territory are to be 

submitted to the Commission no later than December 3 1,20 10; 

Vail must directly use the CAP allocation within its service territory by December 

31,2015; 

No time extensions will be allowed for any reason; 

Vail shall submit annual reports to the Utilities Division Director detailing the 

progress of plans to use CAP water directly in its service territory and plans for 

actual construction of any necessary facilities. The reports shall be submitted each 

July 1, beginning in 200 1 ; 

'If Vail does not comply with either of the timefi-ames in f or g, all CAP charges 

will cease at that time and any monies remaining in the CAP account shall be 

refunded in a manner to be determined by the Commission at that time; 



' I  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 
13 
14 
15 
16 
17 
18 
19 
20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

Direct Testimony of Jeffrey Id. Michlik 
Docket No. W-0165 1B-12-0339 
Page 28 

Q. 
A. 

Q. 
A. 

k. 

1. 

m. 

The Commission shall allow Staff to automatically impose fines and or other 

sanctions against Vail if the timeframes in item g are not met; 

If Vail does not comply with the timeframes in item g and it sells its CAP 

allocation, any net profit shall be distributed to the customers in a manner to be 

determined by the Commission; and 

Vail should submit annual reports regarding the amount of CAP Hookup Fee and 

CAP Service Fees collected. The reports should be submitted by each January 31 

and cover the previous calendar year. The first report should be submitted by 

January 3 1 , 200 I., and should contain the following information: 

1. 

11. 

111. 

iv. 
V. 

vi. 
Vii. 

The name of each entity paying a CAP Hook-up Fee; 
The amount of CAP Hook-up Fee each entity paid; 
The amount of CAP Service Charge collected; 
The balance in the CAP trust account; 
The amount of interest earned in the CAP trust account; 
The amount of money spent from the CAP trust account; and a 
A description of what was paid for with monies from the CAP trust 
account. 

.. 
... 

Did the Company comply with the conditions set forth in Decision No. 62450? 

No. Specifically, the Company did not comply with item f. Staffs Compliance Section 

notified the Company that it was out of compliance. 

What was the result of the non-compliance? 

A hearing ensued and the Company, in a settlement agreement, was awarded an extension 

of time in DecisionNo. 73218 for item funtil June 30,2013. 
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Q. 

A. 

As part of the settlement agreement that was approved by the Commission in 

Decision No. 73218, the Company was ordered to propose in its rate case a surcharge 

mechanism to address CAP related costs. Has the Company done so? 

Yes. The Company proposes that the CAP surcharge recover the following: depreciation 

on the CAP project investment, CAP M&I delivery charges, wheeling fees from 

Tucson Water, a return on net investment, income taxes, and other CAP-related costs 

and credits. 

Hook-up Fees 

Q. 
A. 

Q. 
A. 

Has the Company asked to continue its CAP Hook-up fees? 

Yes. As a result of the Company’s non-compliance with Decision No. 62450, the Hook- 

up fee was temporarily suspended but, as part of the settlement agreement reached in 

Decision No. 73218, the Company was allowed to reinstate its CAP Hook-up fees. 

Are Hook-up fees normally used to pay for 100 percent of Plant Projects? 

No. They are intended to help offset project costs, not entirely pay for them. The theory 

behind a hook-up fee is that customers coming onto the system should help pay for 

improvements and not receive benefits paid for by previous or continuing ratepayers. 

Staff typically recommends that utilities seeking new certificates of convenience and 

necessity (“CC&N’) to fund projects with no more than a combined CIAC and AIAC of 

30 percent, and requires Companies to invest 70 percent of their own funds. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What happens when utilities are allowed to fund plant investments with large 

percentages of AIAC and CIAC? 

Obviously, the Company’s plant is built by developers and ratepayers, which results in 

decreased rate base, from which the Company can earn a return. The Commission 

encourages Companies to invest and earn a return on their investments. 

What is the typical method to account for Hook-up fees? 

Hook-up fees are normally recorded as CIAC. 

Currently, how does Vail account for the hook-up fees? 

Vail records the hook-up fees as revenue. Further, Decision 62450 stated that all funds 

received as a result of both the CAP Service Charge and the CAP Hook-up Fee will be 

deposited in an interest bearing segregated account and used solely for CAP-related 

expenses. Also, as previously discussed, while Decision No. 62450 refers to treating the 

CAP Hook-up fees as revenues, it also provides for a “true-up” between the amounts 

collected and expenditures by refunding any excess to customers. 

What was the status of the Company’s CAP Account in Decision No. 73218? 

In Decision No. 73218, the Company stated, (See Finding of Fact 30), that it had collected 

approximately $4.5 million in its CAP account from 2000 until December 201 1, and had 

expended approximately $2.7 million on M&I expenses to retain its CAP allocation, 

leaving approximately $1.9 million in the CAP account.’ Further, in Finding of Fact 3 1, 

the CAP account through December 3 1,201 1, was funded by approximately 75 percent by 

developers and 25 percent by ratepayers.” 

~ 

See DecisionNo. 73218 (June 5,2012), page 10 line 23. 
l o  See Decision No. 73218 (June 5 ,  2012), page 11, line 2. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the Company’s current CAP account status? 

Based on a January 14, 2013 filing, the Company indicated it has a balance in the CAP 

account of $1,626,866. 

To date, for what have the CAP Hook-up fees and ratepayers’ CAP surcharge 

monies collected in the CAP account been expended? 

To date, monies in the CAP account have been used to pay for CAP M&I charges. 

Has the Company estimated the CAP project costs to connect a CAP Water line from 

Tucson Water to the Company service area? 

Yes. Based on the Company’s seven-year capital project plan, the Company estimates it 

will expend $378,000 for the CAP Delivery line in 2013, and $1,525,330 in 2014, for a 

total of $1,903,330 (See Attachment E). 

Does Staff have a recommendation on how the monies in the CAP fund should be 

expended on a going forward basis? 

Yes. Since the M&I fees are already reflected in Staffs recommended revenue 

requirement, Staff recommends that any remaining money in the CAP account be used to 

fund the CAP Water line from Tucson Water to Vail Water, and that the funds used from 

the CAP account to fund the CAP Water line be treated as CIAC. 

Why does Staff recommend monies that are expended from the CAP account to fund 

the CAP water line be treated as CIAC? 

Decision No. 62450 provides for the excess of funds collected over expenditure to be 

refunded to ratepayers. Treating the funds as CIAC is an efficient and reasonable manner 

to effectuate the refund. 
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Q. 

A. 

Does Staff recommend that the Company continue its CAP Hook-up fee? 

Yes, to a certain point. Staff recommends that the CAP Hook-up Fee be discontinued 

once ratepayers have paid for the CAP waterline infrastructure. 

CAP Service Charge 

Q. 
A. 

Q. 

A. 

Does the Company also currently have a CAP Service Charge? 

No. In Decision No. 62450 the Commission also authorized the Company to implement a 

CAP Service Charge of $0.32 per 1,000 gallons. However, the Company suspended its 

CAP Services Charges in November 2011 and, as part of the settlement agreement in 

Decision No. 73218, the Company has not re-instated the $0.32 per 1,000 gallons 

surcharge. 

Is it Staff's understanding that the Company proposes to eliminate the CAP Service 

Charge and instead implement a CAP surcharge mechanism? 

Yes. 

Company 's CAP surcharge adjuster mechanism 

Q. 

A. 

Have you reviewed the Company's CAP surcharge mechanism? 

Yes. 

surcharge mechanism: 

The Company proposes the following six components be included in its CAP 

1. 

2. 

3. 

4. 

5 .  

6. 

Annual depreciation on CAP Project Plant Costs. 

Annual CAP M&I Charges. 

Annual Tucson Water Wheeling Fees. 

Annual Recharge Credits. 

Return on investment plus income taxes. 

Other CAP-related costs credits. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Does Staff recommend inclusion of an Annual Depreciation on CAP Project Plant 

Costs (component 1) and a return of investment plus income taxes (component 5) as 

proposed by the Company in the CAP surcharge mechanism? 

No. As discussed above, the Company has already accumulated sufficient Hook-up fees 

and CAP surcharges from ratepayers and developers to pay for most of the project plant 

costs. Staff has already recommended that any remaining monies left in the CAP account 

be used for CAP Plant. The Company, as a partner in the CAP project, should fund any 

remaining amounts. Under Staffs recommendation, it is not equitable to require 

ratepayers to pay the Company a rate of return on CAP Project Plant funded by ratepayers. 

Does Staff recommend that the Annual CAP M&I charges (component 2) be 

included in the CAP surcharge mechanism? 

No. As the Company's consultant has stated, $200,000 in CAP M&I charges will be 

included in base rates. 

How will the Company be made whole if the CAP M&I charges are not included in 

the CAP surcharge mechanism, since CAP fees are schedule in increase in future 

year? 

As explained above, Staff has normalized the CAP M&I and capital charges as expense to 

reflect the provisional CAP rates until 20 18. 

What costs does Staff recommend be included in the CAP surcharge mechanism? 

Any CAP costs that the Company is not currently recovering. Stated another way, any 

costs that will not make the Company whole outside of the rate case should be included in 

the CAP surcharge mechanism. These costs might include: 
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a. Future CAP Operation, Maintenance, and Replacement (“OM&R’) expense which 

the Company will incur once it takes delivery of its CAP allocation. 

Any wheeling fees between Tucson Water and the Company. b. 

Staff recommends that the Company through its own initiative file in this Docket a 

surcharge request once these CAP costs become known and measurable. 

Staff also recommends that any continuation of CAP surcharges be reviewed in the 

Company’s next rate case. 

Q. 
A. 

Does this conclude your Direct Testimony? 

Yes. 
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REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 

4 Required Rate of Return 

5 

6 

7 

8 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue 

11 

Current Rate of Return (L2 I L1) 

Required Operating Income (L4 * L1) 

Operating Income Deficiency (L5 - L2) 

Commission Tax Allowance Policy - Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6) 

Required Increase in Revenue (Yo) 

References: 
Column (A): Company Schedule A-I 
Column (B): Staff Schedules JMM-2 and JMM-8 

(A) 
COMPANY 

FAIR 
VALUE 

3,312,773 

312,107 

9.42% 

10.40% 

344,528 

32,421 

1.3606 

44,113 

2,334,747 

2,378,860 

1.89% 

Schedule JMM-I 

(8)  
STAFF 
FA1 R 

VALUE 

2,218,704 

31 0,447 

13.99% 

9.10% 

201,902 

(108,545) 

1.3158 

(142,823) 

2,334,747 

2,191,924 

-6.12% 
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COMMISSION TAX ALLOWANCE POLICY - GROSS REVENUE CONVERSION FACTOR 

4 1  

Schedule JMM-2 

LINE 
NCL 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 
12 

13 
14 
15 
16 
17 
18 

DESCRIPTION 

Commission Tax Allowance Policv - Calculation of Gross Revenue Conversion Factor: 
Commission Tax Allowance Policy - Revenue 
Commission Tax Allowance Policy - Uncollecible Factor 
Commission Tax Allowance Policy - Revenues (Ll - L2) 

Subtotal (L3 - L4) 75.9997% 

100.0000% 
0.0000% 

100.0000% 
24.0003% 

1.31 5794 

Commisstion Tax Allowance Policy - Combined Federal and State Income Tax and Property Tax Rate (Line 18) 

Commission Tax Allowance Policy - Revenue Conversion Factor ( L l  .I L5) 

Commission Tax Allowance Policv - Calculation of Effective Tax Rate: 
Operating Income Before Commission Tax Allowance Policy (Arizona Taxable Income) 
Commission Tax Allowance Policy -Arizona State income Tax Rate (from worksheet) 
Commission Tax Allowance Policy - Income (L7 - L8) 
Commission Tax Allowance Policy - Applicable Federal Income Tax Rate (Line 48) 
Commission Tax Allowance Policy - Effective Federal Income Tax Rate (L9 x LIO) 
Commission Tax Allowance Policy - Combined Federal and State Income Tax Rate (L8 +L11) 

100.0000% 
2.8836% 

97.1 164% 
20.5622% 
19.9693% 

22.8529% 

Commission Tax Allowance Policv - Calculation of Effective Prooerb Tax Factor 

Commission Tax Allowance Policy - Combined Federal and State Income Tax Rate (LIZ) 
Commission Tax Allowance Policy - One Minus Combined Income Tax Rate (L13-Ll4) 

Commission Tax Allowance Policy - Effective Properly Tax Factor (L15'L16) 
Commission Tax Allowance Policy - Combined Federal and State Income Tax and Property Tax Rate (L12+L17) 

Unity 100.0000% 

Commission Tax Allowance Policy - Property Tax Factor (JMM-15, L27) 

22.8529% 
77.1471% 
1.4874% 

1.1475% 
24.0004% 

19 Commission Tax Allowance Policy - Required Operating Income (Schedule JMM-I, Line 5) 
20 Commission Tax Allowance Policy - AdjustedTest Year Operating Income (Loss) (JMM-8. L35) 
21 Commission Tax Allowance Policy - Required Increase in Operating Income (LIS - L20) 

$ 201,902 
310,447 

$ (108.545) 

22 Commission Tax Allowance Policy - Income Taxes on Recommended Revenue (Col. [C], L47) 
23 Commission Tax Allowance Policy - Income Taxes on Test Year Revenue (Cor. [A], L47) 
24 Commission Tax Allowance Policy - Required increase in Revenue to Provide for Income Taxes (L22 - L23) 

25 Commission Tax Allowance Policy - Recommended Revenue Requirement (Schedule JMM-1, Line 10) $ 2,191,925 

27 
28 
29 Commission Tax Allowance Policy - Required increase in Revenue to Provide for Uncollectible Exp. (127-L28) 

$ 59,808 
91,962 

(32.154) 

26 Commission Tax Allowance Policy - Uncollectible Rate 0.0000% 
Commission Tax Allowance Policy - Uncolllectible Expense on Recommended Revenue (L25'L26) 
Commission Tax Allowance Policy - Adjusted Test Year Uncollectible Expense 

$ 
$ 

30 Commission Tax Allowance Policy - Properly Tax with Recommended Revenue (Schedule JMM-15. L21) 
31 Commission Tax Allowance Policy - Properly Tax on Test Year Revenue (Schedule JMM-15. Line 17) 
32 Commission Tax Allowance Policy - Increase in Property Tax Due to Increase in Revenue (L30-31) 
33 Commission Tax Allowance Policy - Total Required Increase in Revenue (U1 + L24 + L29 + L32) 

$ 101,557 
103.681 

(2,124) 
$ (142.8231 

Commission Tax Allowance Policv Calculation of Income Tax: 
34 Commission Tax Allowance Policy - Revenue (Schedule JMM-1, Coi. [B]. Line 9 & Sch. 
35 Commission Tax Allowance Policy - Operating Expenses Excluding Income Taxes 
36 Commission Tax Allowance Policy - Synchronized Interest (L51) 
37 Commission Tax Allowance Policy - Arizona Taxable Income (L34 - L35 - L36) 
38 Commission Tax Allowance Policy -Arizona State Income Tax Rate 
39 Commission Tax Allowance Policy - Arizona Income Tax (L37 x L38) 
40 Commission Tax Allowance Policy - Federal Taxable Income (L37- L39) 
41 Commission Tax Allowance Policy - Federal Effective Tax 
42 Commission Tax Allowance Policy - Federal Tax 
43 
44 
45 

Test Staff 
Year Recommended 

JMM-1, Col. [E] Line IO) $ 2,334,747 $ (142,822) $ 2,191,925 
5 1.932.339 $ 1,930,215 
$ $ 
$ 402,408 $ 261,711 

2.8836% 2.8836% 
$ 11,604 $ 7,547 
$ 390.804 $ 254.164 

20.5622% 20.5622% 
$ 80,358 $ 52,262 
$ $ 
$ $ 
$ $ 

46 
47 commission Tax Allowance Policy - Combined Federal and State income Tax (L39 + L46) 

$ 80,358 
$ -  91.962 

$ 52,262 
$ 59,808 

48 Commission Tax Allowance Policy - Applicable Federal income Tax Rate [Col. [C]. L46 - Col. [A], L461 I [Col. [C], L40 - Col. [A], L40] 20.5629% 

Cornmisston Tax Allowance Porn/ - Cacu.arm of Inreresr Svncnronizarroi- 
49 Commission Tax Allowance Policy -Rate Base (Schedu e JMM-3. Col (C) Line 17 
50 Commission Tax Allowance Poltcy - Weighteo Average Cost of Debt 
51 Commission Tax Allowance Policy - Synctironzed Interest (L45 X L46) 

$ 2,218.704 
0.0% 

4 
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Vail Water Company 
Docket No. W-01651 B-12-0339 
Test Year Ended: December 31,2011 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

(A) 
COMPANY 

AS 
FILED 

1 Plant in Service $ 20,158,710 
2 Less: Accumulated Depreciation 3,722,176 
3 Net Plant in Service $ 16,436,534 

LESS: 

4 Contributions in Aid of Construction (CIAC) $ 2,930,228 
5 Less: Accumulated Amortization 605,832 
6 Net CiAC 2,324,396 

7 Advances in Aid of Construction (AIAC) 11,374,431 

8 Customer Deposits 529,140 

9 Deferred CAP Liability 

10 Deferred CAP Charges 

1 1 Defered Tax Assets 

12 Original Cost Rate Base 

STAFF 
ADJUSTMENTS 

$ (550,130) 
(560,267) 

$ 10,137 

$ 

1,075,643 

Schedule JMM-3 

(C) 
STAFF 

AS 
ADJUSTED 

$ 19,608,580 
3,161,909 

$ 16,446,671 

$ 2,930,228 
$ 605,832 
$ 2,324,396 

11,374,431 

529,140 

1,075,643 

1,104,206 (28,563) 1,075,643 

$ 3,312,773 $ (1,094,069) $ 2,218,704 

References: 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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Vail Water Company 
Docket No. W-016516-12-0339 
Test Year Ended: December 31,2011 

RATE BASE ADJUSTMENT NO. 1 - RETIRED PLANT 

Schedule JMM-5 

1 LINE 1 ACCT 1 STAFF STAFF 1 ADJUSTMENTS 1 ASADJUSTED 

2 31 1 Electric Pumping Equipment 1,553,110 (33,913) 1,519,197 
3 330 Distribution Reservoirs & Standpipe 1,627,069 (242,293) 1,378,776 
4 $ 3,573,507 $ (281,388) $ 3,292,119 - z 
3 Accumulated Depreciation $ 3,722,176 $ (281,388) $ 3,440,788 

References: 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Vail Water Company 
Docket No. W-01651 B-12-0339 
Test Year Ended: December 31,2011 

LLN E 
NO. 

RATE BASE ADJUSTMENT NO. 2 - PLANT RETIRED TO THE WRONG ACCOUNT 

ACCT COMPANY ' STAFF STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENTS ASADJUSTED 

Schedule JMM-6 

Accumulated Depreciation $ 3,722,176 $ (10,136) $ 3,712,040 

References: 
Column [A]: Company Application 
Column [B]: Testimony J M M  
Column [C]: Column [A] + Column [B] 



Schedule JMM-7 
Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

RATE BASE ADJUSTMENT NO. 3 - EXCESS CAPACITY 

$ 3,722,176 $ (268,743) $ 3,453,433 2 
3 
4 
5 
6 

Accumulated Depreciation 

References: 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

LINE 
NO. 

Schedule JMM-8 

Plant in 
Plant in Service 

ACCT Service Adjustment to Per Staff 
NO. DESCRIPTION Per Company Long-Term Storage Credits (Col A + Col B) 

3 
4 

1,075,643 Deferred CAP Liability $ - $  1,075,643 $ 

References: 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column IC]: Column [A] + Column [B] 



Vail Water Company 
Docket No. W41651B-12-0339 
Test Year Ended: December 31,2011 

OPERATlNG INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

Schedule JMM-9 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

DESCRIPTION 

REVENUES: 
Metered Water Sales 
Water Sales-Unmetered 
Other Water Revenue 
Intentionally Left Blank 
Total Operating Revenues 

OPERATlNG EXPENSES: 
Salaries and Wages 
Employee Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Materials and Supplies 
Repairs and Maintenance 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services - Accounting 
Contractual Services - Legal 
Contractual'services - Management Fees 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - BuildinglReal Property 
Rents - Equipment 
Transportation Expenses 
Insurance -Vehicle 
Insurance - General Liability 
Insurance -Worker's Comp 
Regulatory Commission Expenese 

[AI PI [CI 
COMPANY STAFF 
ADJUSTED STAFF TEST YEAR 
TEST YEAR TEST YEAR AS 
AS FILED ADJUSTMENTS ADJUSTED 

$ 2,120,110 $ $ 2,120,110 

214,637 21 4,637 

$ 2,334,747 $ $ 2,334,747 

$ 276.984 $ 
12,757 

199,817 
218,584 

1,732 
14,372 
28.876 
73.301 

6,270 
10,473 
12,933 

211,138 
15.976 
3,906 
7,920 
8,314 

33,154 
5,111 

32,130 
3,111 

11,946 
Regulatory Commission Expense - Rate Cas( 30,000 
Bad Debt Expense 6,856 
Miscellaneous Expense 11,424 
Depreciation Expense 570,649 
Taxes Other than Income 
Property Taxes 103,681 
Income Taxes 106,244 
Interest on Customer Deposits 4,981 
Total Operating Expenses $ 2,022,640 
Operating Income (Loss) $ 312,107 

47,911 

9,761 

(1 3 1  1) 
(40,418) 

0 
, (14,283) 

$ 1,660 
$ (1,660) 

$ 276,984 
$ 12,757 

247,728 
218.584 

1,732 
14,372 
28,876 
73,301 

6,270 
10,473 
12,933 

211,138 
15,976 
13,667 
7,920 
8,314 

33,154 
5,111 

32.1 30 
3.1 11 

11,946 
30,000 

6,856 
10,113 

530,231 

103,681 
91,962 

4,981 
$ 2,024,301 
$ 310,446 

[Dl [El 

STAFF 
PROPOSED STAFF 
CHANGES RECOMMENDED 

$ (142,823) $ 1,977,287 

214,637 

$ (142,823) $ 2,191,924 

$ $ 276,984 
12,757 

247,728 
218,584 

1,732 
14,372 
28,876 
73,301 
6,270 

10,473 
12,933 

21 1,138 
15,976 
13,667 
7,920 
8,314 

33,154 
5,111 

32,130 
3.1 11 

11,946 
30,000 
6,856 

10,113 
530.231 

(2,124) 101,557 
(32,154) 59.808 

4,981 
$ (34,278) $ 1,990,023 
$ (108,545) $ 201,901 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule JMM-10 
Column (C): Column (A) +Column (B) 
Column (D): Schedules JMM-I, and JMM-14 
Column (E): Column (C) +Column (D) 
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Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

Line 
No. Description 

Schedule JMM-11 

COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

Staffs Calcuiation to increase CAP MBI Charges 
Future CAP Charge 1,857 (a.f.)x $146 (average offive years 129 + 138 + 149 + 155 + 159) 271,122 
Current CAP Charge 1,857 (a.f.) x $122 $ 226,554 
Increase $ 44,568 

$ 

Staffs Calculation to increase CAP Capital Charges 
Future CAP Charge 1,857 (a f ) x $16 80 (average of five years 15 + 16 + 17 + 18 + 18) 
Current CAP Charge 1,857 (a f ) x $15 
lncrrease 

Total 
References 
Column [A] Company Application 
Column [B] Testimony JMM 
Column [C] Column [A] + Column [B] 

$ 31,198 
$ 27855 

$ 3,343 
$ 47,911 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

Line COMPANY 
No. Description PROPOSED 

Schedule JMM-I2 

STAFF STAFF 
ADJUSTMENTS RECOMMENDED 

OPERATING ADJUSTMENT NO. 2 - WATER TESTING EXPENSE 

References: 
Column [A]: Company Application 
Column [B]: Testimony JMM 
Column [C]: Column [A] +Column [B] 



Vail Water Company 
Docket No. W-01651B-12-0339 
Test Year Ended: December 31,2011 

Line 
No. Description 

OPERATING ADJUSTMENT NO. 4 - MISCELLANEOUS EXPENSE 

COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

Schedule JMM-I3 

References: 
Column_lA]: Company Application 
Column [B]: Testimony JMM 
Column IC]: Column [A] + Column [B] 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

PLANT In 
LINE ACCT SERVICE 
NO. NO. DESCRIPTION Per Staff 

4 '  

Schedule JMM-14 

NonDepreciable DEPRECIABLE DEPRECIATION 

Plant (Col A - Col B) RATE (Col C x Col D) 
or Fully Depreciated PLANT DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 4 ~ DEPRECIATION'EXPENSE ON TEST YEAR PLANT 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17  
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 
320 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
34 1 
342 
343 
344 
345 
346 
347 
348 

Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other intakes 
Weils and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Piant 
Distribution Reservoirs 8 Standpipe 
Storage Tanks 
Pressure Tanks 
Transmission and Disribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Ofice Furniture and Fixtures 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
P o w r  Operated Equipment 
Communications Equipment 
Miscelianeous Equipment 
Other Tangible Plant 
Total Plant 

- $  
17,750 $ 

394,146 $ 
- $  
- $  

858.236 $ 
- $  

2,995 $ 
- $  

1,521,035 $ 
- $  
- $  

1,404.418 $ 
- $  
- $  

14,023,034 $ 
12,451 $ 

923,082 $ 
492,908 $ 

7,901 $ 
6,553 $ 
2,203 $ 

15,621 $ 
54.807 $ 
15,645 $ 

- $  
- $  

5,190 $ 

Composite Depreciation Rate: 3.18% See Note 2 
CIAC: $ 2,930,228 See Note2 

Amortization of CIAC (tine 35 x Line 34): $ 93,256 

Depreciation Expense Before Amortization of CIAC: $ 623.487 
Less Amortization of CIAC: $ 93,256 

Test Year Depreciation Expense - Staff $ 530,231 
Depreciation Expense -Company: $ 570.649 

Staffs Total Adjustment: $ (40.418) 

394,146 

858,236 

2,995 

1,521,035 

1,404.418 

14,023,034 
12,451 

923,082 
492.908 

7,901 
6,553 
2,203 

15,621 
54.807 
15.645 

5,190 

0.00% $ 
0.00% $ 
3.33% $ 13,125 
2.50% $ 
2.50% $ 
3.33% $ 28.579 
6.67% $ 
2.00% $ 60 
5.00% $ 

12.50% $ 190,129 
3.33% $ 

20.00% $ 
2.22% $ 31.178 
2.22% $ 
5.00% $ 
2.00% $ 280,461 
3.33% $ 415 
8.33% $ 76.893 
2.00% $ 9.858 
6.67% $ 527 
6.67% $ 437 
6.67% $ 147 

20.00% $ 3,124 
4.00% $ 2,192 
5.00% $ 782 

10.00% $ 
5.00% $ 

10.00% $ 519 
10.00% $ 

- $  (149.395) 10.00% $ (14.940) 
17,750 $ 19390.830 $ 623,487 

References: 
Column [A]: Schedule JMM-W4 
Column [B]: From Column [A] 
Column IC]: Column [AI - Column IB] 
Column ID]: Engineenng Staff Report 
Column E]: Column [Cl x Column [Dl 



Vail Water Company 
Docket No. W-016518-12-0339 

Test Year Ended: December 31,2011 

LINE 
NO. Property Tax Calculation 

Schedule JMM-15 

STAFF STAFF 

OPERATING INCOME ADJUSTMENT NO. 5 - PROPERTY TAX EXPENSE 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 Line 2) 
Staff Recommended Revenue, Per Schedule JMM-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate (Per Company Schedule) 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 
Company Proposed Property Tax 

Staff Test Year Adjustment (Line 17-Line 18) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (Line 25/Line 26) 

$ 2,334,747 
2 

4,669,494 
2,334,747 
7,004,241 

3 
2,334,747 

2 
4,669,494 

22,449 
4,647,045 

20.0% 
929,409 

11.1556% 

$ 103,681 
103,681 

$ 2,334,747 
2 

$ 4,669,494 
$ 2,191,925 

6,861,419 
3 

$ 2,287,140 
2 

$ 4,574,280 

$ 22,449 
$ 4,551,830 

20.0% 
$ 910,366 

1 1 .I 556% 
$ 

$ 0 
$ 101,557 
$ 103,681 
$ (2,124) 

$ (2,124) 
(142,822) 

1.48741 1 % 

References: 
Column [A]: Company Application 
Column [6]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Vail Water Company 
Docket No. W-016518-12-0339 
Test Year Ended: December 31,2011 

COMPANY STAFF LINE 
DESCRIPTION PROPOSED ADJUSTMENTS 

Schedule JMM-16 

STAFF 
RECOMMENDED 

OPERATING INCOME ADJUSTMENT NO. 7 - COMMISSION TAX ALLOWANCE POLICY - TEST YEAR INCOME TAXE EXPENSE 

NO. 

References: 
Column (A), Company Schedule C-1 
Column (a): Column [C] -Column [A] 
Column (C): Schedule JMM-2 



Val1 Wale( CDmpBny 
Docket No W-016518-12-0339 
T-1 Year Ended Decsmber 31. 2011 

Final Schedule JMM-17 
Psge 1 of 2 

Monlhly Usage Charge present 

Meler Sile IAlI C l a s s 4  
516 x 314 Inch 
314 l b h  
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Irnh 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

$ 1316 
21 00 
40 50 
BO 20 

147.70 
284.20 
479.20 
866 82 

NIA 
NIA 
NIA 

5/8' x 34. Melsr IResidsnlialI 
All Gallons 

First 4.000 gallons 
4.001 lo 10,000 gallow 
Over 10,000 gallons 

Firs1 3.000 gallons 
3,001 lo 10 000 gel lon~ 
Over 10,000 gallons 

518' x 314' Melei ICommerclsl I ndU lb la l ,  lrrlaallanl 
All Gellans t 

Firs1 10,000 gallons 
OYW 10.000 ~BIIMS 

Firs1 10,000 gallons 
over 10,000 gallons 

3i4'MeIer tnesidsnliali 
All Gallons 

First 4,000 gallons 
4.001 10 10,000 Qal loN 
O w  10,000 gallons 

Firrt 3,000 gsllons 
3 001 to 10,000 gallons 
Dvsr 10.000 QSIION 

-1 
A~I G d b ~  

F i i d  10,000 gelions 
Over 10.000 gellonr 

First 10,000 g ~ l 1 0 n ~  
Over 10.000 gelions 

1' Meter (All Clerses lncludlna SlandDiw and C o n s t r u ~ l ~ ~ ~  
All Gelions 

Firs1 25 000 gallons 
Over 25.000 Q d O n S  

First 22,000 gsllon~ 
Over 22.000 QSllOns 

1 liz' Met* IAIl Classes lncludlno Standmw and ConslruclloM 
Ail Gallow 

First 50,000 gallons 
Over 50,000 gallons 

Firs1 50.000 gsllons 
Over 50,000 gsllons 

z-m-1 
All Gellons 

Firs1 80.000 gellons 
Over 80.000 ~ s l l o n ~  

Firs1 80,000 gellonr 
Over 80 000 gallons 

3' Msler IAli Classes lncludino StsndDipe and Conslruclioni 
All Gallons 

Flrrl 160 000 9sliow 
Over 160.000 gslion~ 

First 160 000 gallons 
Over 160.000 gsllon~ 

4' Meler (All Classes lncludina S l a n d ~ l ~ e  eod Consliuclionl 
All Gallons 

Firs1 250 000 gsllon~ 
Ovsr 250.000 oa11ons 

F~rs1250.000 gal lo^^ 
O w  250.000 gallons 

-"A 
All Gellons 

Firs1 500,000 gallons 
Over 500,000 ~sllons 

First 500,000 gallons 
Over 500,000 gallons 

4 0000 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

4 0000 

NIA 
NIA 

NIA 
NIA 

4 OOOO 

NIA 
NIA 
NIA 

NIA 
NIA 
WA 

4 0000 

NIA 
NIA 

NIA 
NIA 

4.0000 

NIA 
NIA 

NIA 
NIA 

4 OOOO 

NIA 
NIA 

NIA 
NiA 

4 0000 

NIA 
NIA 

NIA 
NIA 

4 OOOO 

NIA 
NIA 

NIA 
NIA 

4 0000 

NIA 
NIA 

NIA 
NIP 

4 0000 

NIA 
NIA 

NIP 
NIA 

$ 1470 
23 42 
45 16 
99 48 

164.68 
316 88 
534.31 

1,078 12 
NIA 
NIA 
NIA 

NIA 

3 7500 
4 OOOO 
4 2500 

NIA 
NIA 
NIA 

NIA 

3 7500 
4.0000 

NIA 
NIA 

NlA 

3 7500 
4 0000 
4 2500 

NIA 
NIA 
NIA 

NIA 

3 7500 
4 0000 

NIA 
NIA 

NIA 

4 OOOO 
4.2500 

NIA 
NIA 

NIA 

4 0000 
4.2500 

NIA 
N/A 

NIA 

4 OOOO 
4.2500 

NIA 
NIA 

NIA 

4.0000 
4 2500 

NIA 
NIA 

NIA 

4 0000 
4.2500 

NIA 
NIP. 

NIA 

4.DOOC 
4.2500 

NlA 
N I A  

Slav 
Rscommendd Rate3 

5 14.25 
21.80 
36 50 
73 00 

118 80 
233 60 
365 DO 
730 00 

1.168 00 
1.670 00 
3 139 00 

NIA 

NIA 
NIA 
NIA 

$ 26500 
3 7000 
4 8000 

NIA 

NIA 
NIA 1 

3 7000 
4 8000 

NIA 

NIA 
NIA 
NIA 

2 6500 
3 7000 
4 8000 

NIA 

NIA 
NIA I 

3 7000 
4.8000 

NIA 

NIA 
NIA I 

3 7000 
4 6000 

NIA 

NIA 
NIA 

3 7000 
4 6000 

NIA 

NIA 
NIA 

3 7000 
4 8000 

NJA 

NIA 
NIA I 

3 7009 
4 8000 

NIA 

NIA 
NJA 

3 7000 
4 BOO0 

NIA 

NIA 
NIA 

3.7000 
4.80W 



Vsil Welsr Company 
Docks1 No W-016510-12-0339 
Test Year Ended DBcembei 31, 2011 

(b) Number of monas off the syslem times the monthly minimum p r  A A  C 
(c) Per Rule R14-2-403(8). 
(d) Estimsld billings from the time iliegsl conneclmn was mads to date. 

In addition lo the collection of regular rales, ths utility MU collect from its cuslomerl 
pwilege. SBIBS. use and lianchlse tax Per commission rule 14-2-409D(5). 

8' Meter IAlI Classes Excepl Slandmm end Conslrucllon) 
All gel to^ 

First 720.000 gallons 
Over 720,000 gelloffi 

1O'MeIer lAll Clssres Exceol SlandDiDe end C o w  
All Gallons 

First 1,055,000 gatlow 
over 1,035,000 getiom 

12' Melsr iAli Ctsssss €%eo1 S l m d ~ i o ~  end Conslructloril 
All Gallons 

First 1,935,000 gallmi 
0"- 1.935 000 QslionS 

Constructlodstaodplp 
All Gallons 

CAP Recovery Surcharge [p 1.000 gsllom) 

CAP Weler Surcharge ( p r  1.000 eellonr) 

a pr~pl l ionele share of any 

4.0000 

NIA 
NIP. 

4.0000 

NIA 
NIA 

4 0000 

NIA 
WA 

4 oooc 

0 3200 

NIA 

other sewce charges 

Eslabilshmsnt $ 2500 
Establishment (After Hours) $ 50.00 
RBeStaMllhmenl (wilhln 12 months) (a1 
ReesleMishment (within 12 months ana hours) (b) 

Meter Test (If Consct) $ 20 00 
DepoSlt (4 
DePOSll lnlarsrl ( C )  

Reconnection (Delmquent) $ 30 00 
Rsonnection (Dallnquent) - Alter Hours $ 30 00 

NSF Check $ 25.00 
Deferrsd Payment (per month) 1.5% per month 
Late Payment Fee (per month) 1.5% per month 
Moving C w m e r  Mat- (Cusbmer Requast) At Cod 
lllegel Hwk-up ( 4  
Tranrfei Fee $ 2500 
Aflw Hour SBlYlce Charge (at NSlomerS requesl) NIA 

Rsle Design 

NIP 

NIP 
NIP 

NIP 

NIP 
NIP 

NIP 

NIP 
NIP 

4 250C 

NIP 

See Tertlrnon) 

$ 25 OC 
Remove from Tarit 

Remow from Tarif 
$ 30 OC 
$ 300( 
$ 2ooc 

(c 
(C 

$ 250( 
1 5% per man1 
1 5% pm monl 

At% 
(d 

D 2501 
$ 5001 

(a 

SBrViCB size 
516 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch Turbo 
2 Inch Compound 
3 Inch Turbo 
3 Inch Compound 
4 Inch Turbo 
4 Inch Coma"& 
6 Inch Turbo 
6 Inch Compound 

NIA 

3.7000 
4 8000 

NIA 

3 7000 
4.8000 

I 

NIA 

3 7000 
4.8000 

4 moo 

NIA 

See Testimony 

1 5% per month 
1.5% wr monlh 

At Cost 
( 4  1 

5 25.00 
I 50 00 

Tofal 
RBcommended 

Charqe 
$ 75000 
$ &o.on 
6 96000 
6 1225.W 
6 2,02500 

$ 2,86500 
$ 3,769.00 
$ 4,31000 
$ 5.46500 
s 7.30500 

$ 2.87000 

$ 9,40000 

Final Schedule JMM-17 
Page 2 Of 2 



' ,  

Vail Water Company 
Docket No. W-01651B-12-0339 
Test Year Ended: December 31,2011 

Schedule JMM-18 

Typical Bill Analysis 
General Service 5/8 x 3/4-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 6,720 $ 40.06 $ 40.58 $ 0.52 1.30% 

Median Usage 5,500 35.18 35.70 $ 0.52 I .48% 

Staff Recommended 

Average Usage 6,720 $ 40.06 $ 35.96 $ (4.10) -10.22% 

Median Usage 5,500 35.18 31.45 $ (3.73) -10.60% 

Present & Proposed Rates (Without Taxes) 
General Service 5/8 x 3/4-lnch Meter 

Gallons Present 
Consumption Rates 

$ 13.18 
1,000 17.18 
2,000 21-18 
3,000 25.18 
4,000 29.18 
5,000 33.18 
6,000 37.18 
7,000 41.18 
8,000 45.18 
9,000 49.18 

10,000 53.18 
1 1,000 57.18 
12,000 61.18 
13,000 65.18 
14,000 69.18 
15,000 73.18 
16,000 77.18 
17,000 81.18 
18,000 85.18 
19,000 89.18 
20,000 93.18 
25,000 113.18 
30,000 133.18 
35,000 153.18 
40,000 173.18 
45,000 193.18 
50,000 213.18 
75,000 313.18 

100,000 413.18 

Company Staff 
Proposed % Recommended % 

Rates Increase 
$ 14.70 11.53% $ 

18.45 7.39% 
22.20 4.82% 
25.95 3.06% 
29.70 1.78% 
33.70 1.57% 
37.70 I .40% 
41.70 1.26% 
45.70 1.15% 
49.70 1.06% 
53.70 0.98% 
57.95 1.35% 
62.20 1.67% 
66.45 1.95% 
70.70 2.20% 
74.95 2.42% 
79.20 2.62% 
83.45 2.80% 
87.70 2.96% 
91.95 3.11% 
96.20 3.24% 

117.45 3.77% 
138.70 4.14% 
159.95 4.42% 
181.20 4.63% 
202.45 4.80% 
223.70 4.93% 
329.95 5.35% 
436.20 5.57% 

Rates Increase 
14.25 8.12% 
16.90 -1.63% 
19.55 -7.70% 
22.20 -1 1.83% 
25.90 -1 1.24% 
29.60 -10.79% 
33.30 -10.44% 
37.00 -1 0.1 5% 
40.70 -9.92% 
44.40 -9.72% 
48.10 -9.55% 
52.90 -7.49% 
57.70 -5.69% 
62.50 -4.11% 
67.30 -2.72% 
72.10 -1.48% 
76.90 -0.36% 
81.70 0.64% 
86.50 1.55% 
91.30 2.38% 
96.10 3.13% 

120.10 6.11% 
144.10 8.20% 
168.10 9.74% 
192.10 10.93% 
216.10 11.86% 

360.10 14.98% 
240.10 12.63% 

480.10 16.20% 
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1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 

Line 
No. Year 

Per Unit 
AF cost cost Comments 

PLUS: 
WATER ENTERING FACILITY 
OTHER ACQUISITIONS 
PURCHASED LTSC 

Sub -Total 

LESS: 
ANNUAL RECOVERY 
LTSC RECOVERED 
LTSC SOLDlLEASED (DLG) 
5% CUT TO AQUIFER 

ENDING BALANCE 

BEG BALANCE 
PLUS: 
WATER ENTERING FACILITY 
OTHER ACQUISITIONS 
PURCHASED LTSC 

Sub -Total 

LESS: 
ANNUAL RECOVERY 
LTSC RECOVERED 
LTSC SOLDlLEASED (DLG) 
5% CUT TO AQUIFER 

ENDING BALANCE 

BEG BALANCE 
PLUS: 
WATER ENTERING FACILITY 
OTHER ACQUISITIONS 
PURCHASED LTSC 

S u b  -Total 

LESS: 
ANNUAL RECOVERY 
LTSC RECOVERED 
LTSC SOLDlLEASED (DLG) 
5% CUT TO AQUIFER 

ENDING BALANCE 

ANNUAL RECOVERY 

1,516.10 $ 

1,857.00 $ 

4,000.00 $ 

7,373.10 $ 

1,124.00 $ 
- $  

227.00 $ 
36.65 

5,985.45 $ 

5,985.45 $ 

1,772.00 $ 
- $  
- $  

7,757.45 $ 

1,112.00 $ 
- $  

155.00 $ 
33.00 

6,457.45 $ 

6,457.45 $ 

1,857 00 
- $  
- $  

8,314.45 $ 

1,164.00 $ 

193.50 $ 
34.65 

- $  

330,649.60 $ 

489,200.00 $ 

819,849.60 $ 

124,982.84 $ 

25,241.20 $ 

669,625.57 $ 

669,62557 $ 

399,266.10 $ 

1,068,891 6 7  $ 

153,221.42 $ 

21,357.30 $ 

894,312.94 $ 

894.312.94 $ 

397,654.10 

1,291,967.04 $ 

180,871.81 $ 

30,067.61 $ 

6,922.30 $ 1,075,643.42 $ 

1,124.00 $ 124,982.84 
LTSC SOLDlLEASED (DLG) 22700 $ 25,241 20 
Total 1,351 00 $ 150,224 03 

1,11200 $ 153,221 42 
LTSC SOLDlLEASED (DLG) 155 00 $ 21,357.30 
Total 1,26700 $ 174,578 73 

ANNUAL RECOVERY 1,16400 $ 180,871 81 
LTSC SOLDlLEASED (DLG) 19350 $ 30,06761 
Total 1,35750 $ 210,93942 

178.06 

122.30 

111.19 

111.19 

111.19 

111.88 

111.88 

225.32 

137.79 

137.79 

137.79 

138.49 

138.49 

214.14 

155.39 

155.39 

155.39 

155.39 

Expensed in prior years 

2009 GL 174-005 

2009 GL 174-004 

Ground Water Pumped from Ground 

LTSC sold to Delargo Golf Course 
Line 4, Column B - Line 11, Column B X .05 

2010 GL 174-005 

Ground Water Pumped from Ground 

LTSC sold to Delargo Golf Course 
Line 22, Column B - Line 29, Column B X .05 

2011 GL 174-005 

Ground Water Pumped from Ground 

LTSC sold to Delargo Golf Course 
Line 40, Column B - Line 49, Column B X .05 

Deferred Asset on Balance Sheet 

Amounts Taken From Above 
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Anz. C o p .  Comm.. -- Corporations Division 

PRESIDENT 

Page I of 6 

HOWARD J MANDELL 
SECRETARY 

02/05/2013 

Arizona Corporation Commission 
State of Arizona Public Access System 

Jump To ... 
Annual Reports Scanned Documents Amendments Microfilm 

E-FILE An Annual Report Online Click Here I 

FORMS For Annual Reports To Be Printed And Mailed Click Here 

11:12 AM 

IFile Number: -0053195-8 

ICorp. Name: VAIL WATER 

Domestic Address 

ANCE CENTER DR 

Statutory Agent Information 

/--Gent Name: DAVID A MCEVOY 

I _ _ ~ _ _ _ - ~ -  7 Agent MailingFhysical Address: - - 

4560 E CAMP LOWELL DR 

I TUCSON, AZ 85712 

Agent Status: APPOINTED 04/18/2002 
Agent Last Updated: 07/07/2004 

I 

Additional Corporate Information 

ICorporation Type: PROFIT /Business Type: UTILITIES 

/Incorporation Date: 06/05/1959 ICorporate Life Period: PERPETUAL 
bimicile: ARIZONA \County: PIMA 
Approval Date: 06/10/1959 IOriginal Publish Date: 07/24/1959 

http://starpas.azcc.gov/scnpts/cgiip.exe~Se~ice~sbrokerl/names-detail.p?name-id=OO5 ... 2/5/2013 
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2 4 4 1  N LEAVITT 2 4 4 1  N LEAVITT 
CHICAGO, IL 60647  CHICAGO, IL 60647  
D a t e  of T a k i n g  O f f i c e :  0 4 / 3 0 / 1 9 9 6  D a t e  of T a k i n g  O f f i c e :  0 1 / 3 1 / 2 0 0 1  
L a s t  Updated: 0 6 / 0 2 / 2 0 0 9  , L a s t  Updated: 0 8 / 1 5 / 2 0 0 1  
HOWARD J MANDELL PAUL MANDELL 
TREASURER VICE-PRESIDENT 
2 4 4 1  N LEAVITT 2 4 4 1  N LEAVITT 
CHICAGO, IL 60647  CHICAGO, IL 60647  
D a t e  of T a k i n g  O f f i c e :  0 1 / 3 1 / 2 0 0 1  D a t e  of T a k i n g  O f f i c e :  0 1 / 0 6 / 2 0 1 0  
L a s t  Updated: 0 6 / 0 2 / 2 0 0 9  L a s t  Updated: 0 7 / 0 2 / 2 0 1 0  
CHRISTOPHER T VOLPE 
VICE-PRESIDENT 
1010 N FINANCE DENTER DR #200 
TUCSON,AZ 8 5 7 1 0  
D a t e  of T a k i n g  O f f i c e :  0 9 / 2 8 / 2 0 0 1  
L a s t  Updated: 0 6 / 1 3 / 2 0 0 8  

- 

Director Information 

CHRISTOPHER H SHEAFE HOWARD J MANDELL 
DIRECTOR DIRECTOR 
4 5 7 2  E FT LOWELL 2 4 4 1  N LEAVITT 
TUCSON,AZ 8 5 7 1 2  CHICAG0,IL 60647  
D a t e  of T a k i n g  O f f i c e :  0 1 / 0 6 / 2 0 1 0  D a t e  of T a k i n g  O f f i c e :  0 4 / 3 0 / 1 9 9 6  
L a s t  Updated: 0 7 / 0 2 / 2 0 1 0  L a s t  Updated: 0 6 / 1 3 / 2 0 0 8  
SHELDON J MANDELL ROBERT C NEILL 
DIRECTOR DIRECTOR 
2 4 4 1  N LEAVITT 1 0 1 0  N FINANCE DENTER DR #200 
CHICAGO, IL 60647  TUCSON,AZ 8 5 7 1 0  
D a t e  of T a k i n g  O f f i c e :  0 4 / 3 0 / 1 9 9 6  D a t e  of T a k i n g  O f f i c e :  0 4 / 3 0 / 1 9 9 6  
L a s t  Updated: 0 6 / 1 3 / 2 0 0 8  L a s t  Updated: 0 6 / 1 3 / 2 0 0 8  

Annual Reports 

E-FILE An Annual Report Online Click Here 
Next Annual Report 
Due: 06/05/2013 - . , I .- ,- - ,, . I - , __ - - - . ,. - . ., ,- . ,. . 

FORMS For Annual Reports To Be Printed And Mailed << Click Here 

http://starpas .azcc.gov/scripts/cgiip .exelWService=wsbrokerl /names-detail.p?name-id=OO5.. . 2/5/20 1 3 

http://starpas


Asiz. Corp. Comm. -- Corporations Division 

12008 106 105/05/2008 I 

Page 3 of 6 

~ 

Back To TOD 

Scanned Documents 
(Click on gray button to view document -will open in a new window) 

ANNUAL REPORT 105/08/1997 

198 ANNUAL REPORT 08/26/1998 

I[ -00306221 ] 199 ANNUAL REPORT 103/11/1999 
I I 

104/24/2000 I[ 00141 944 ] 100 ANNUAL REPORT 

101 ANNUAL REPORT 04/12/2001 

1- 102 ANNUAL REPORT 04/18/2002 
i i 

104/22/2003 11 00689435 ] 103 ANNUAL REPORT 

r - i  -m 
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j05/04/2004 

I 105/1 7/2004 -'IO4 ANNUAL REPORT 

105 ANNUAL REPORT 04/07/2005 

I[ 01582917 106 ANNUAL REPORT 
I - 

05/18/2006 

107 ANNUAL REPORT 106/28/2007 

08 ANNUAL REPORT 05/05/2008 

08 ANNUAL REPORT 05/16/2008 

09 ANNUAL REPORT 05/0 1/2009 

10 ANNUAL REPORT 05/27/2010 

11 ANNUAL REPORT 05/17/2011 

12 ANNUAL REPORT 05/14/20 12 
_ _  

Back To Top 

~~~ 

Amendments 

106/13/1997 /NAME CHANGE 104/10/1998 I 
jo8119/1985 IAMENDMENT j09/30/1985( 

Back To Top 

Name Changes / Mergers 

Microfilm 

110082010043- 
/20015067021103/28/1984 
I 

12001801601 1 106/13/1984 

11 0 1 16006026 jo9!17/1984 
I '2003 1019036 j08108/1985 -ADDRESS CHANGEICORP. ADDRESS CHANGE 
7 1  7 
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~ l % i 5 0 1 6 / 0 9 / 1 7 / 1 9 8 5  
~0033025001 j09/30!1985 

-~ 
85 ANNUAL REPORT 
PUBLICATION OF AMENDMENT 

KO248017035 108/1811986 
(10329003049- 

110380007006- 
~20071008047 105/25/1988 

110066059015 /10/1911987 

86 ANNUAL REPORT 
87 ANNUAL REPORT 
AMEND. FINANCIAL STATEMENT 
12/87 ANNUAL REPORT 
CORPORATION ADDRESS CHANGE 

110529008006- 
120 106009046 11012211990- 
110601021040- 
110671008041 jo4/1si1992 

http://starpas.azcc.gov/scripts/cgiip.exe~Se~ice=wsbrokerl/names-d~tail.p?name-id=OO5 ... 2/5/2013 

89 ANNUAL REPORT 
CORPORATION ADDRESS CHANGE 
90 ANNUAL REPORT 
91 ANNUAL REPORT 

110840007044- 
-/04114/1995 111016011003 /04/16/1996 
120193022039 jo6/2611996 

93 ANNUAL REPORT 
94 ANNUAL REPORT 
95 ANNUAL REPORT 
C O W  ADDRESS CHG 

-- 

120209034012 /04/15/1997 
11 1145030002 /05/08/1997 
j11136o07027~~06/13/1997 

EXTENSION/FISCAL CHANGE 
96 ANNUAL REPORT 
AMENDMENT 

120224026038 jo4/1oi1998 
131501001590- 

PUB OF AMENDMENT 
98 ANNUAL REPORT 

m j 0 4 / 2 4 / 2 0 0 0  00 ANNUAL REPORT 

/31662ooo117/o4118/2oo2 
~ / o 4 1 2 2 / 2 0 0 3  
/11648025037 /04/0712004 
/31798oo274oj05104/2004'CORP 

02 ANNUAL REPORT 
03 ANNUAL REPORT 
04 ANNUAL R E P O R T M I L  RETURNED 

ADDRESS CHG 

j3 1867001415 /04/07/2005 

j31965002347 jo5/lSi2006 
- 

05 ANNUAL REPORT 
06 ANNUAL REPORT 
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LEAN A ESTES 
OTHER OFFICER 

Page 1 of 5 

SHIRLEY A ESTES 
PRESIDENT 

02/05/2013 

Arizona Corporation Commission 
State of Arizona Public Access System 

Jump To ... 
Annual Reports Scanned Documents Microfilm 

E-FILE An Annual Report Online Click Here I 

11:13 AM 

FORMS For Annual Reports To Be Printed And Mailed << Click Here I 

File Number: -0522072-9 

ICorp. Name: TEM COW. 

Domestic Address 

I 10 10 N FINANCE CENTER DR #200 

Statutory Agent Information 

I Agent Name: DAVID A MCEVOY 

- 
Agent MailingRhysical Address: 

4560 E CAMPLOWELL 
1 TUCSON, AZ 85716 

I Agent Status: APPOINTED 08/25/1992 

I Agent Last Updated: 05/26/2004 

* . ._ 

Additional Corporate Information 

Corporation Type: PROFIT 
Incorporation Date: 10/24/1989 
Domicile: ARIZONA County: PIMA 

-Approval Date: 10/25/1989 

Business Type: REAL ESTATE 
Corporate Life Period: PERPETUAL 

Original Publish Date: 12/08/1989 

http://starpas.azcc.gov/sc~pts/c,oiip.exe~Se~~ce=wsbrokerl/names-detail.p?name-id=O52.~. 2/5/2013 
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1010 N FINANCE CENTER DR #200 1010 N FINANCE CENTER DR # 2 0 0  
TUCSON,AZ 8 5 7 1 0  TUCSON,AZ 8 5 7 1 0  
Date of Taking O f f i c e :  0 7 / 1 7 / 1 9 9 2  D a t e  of Taking O f f i c e :  0 1 / 0 1 / 2 0 0 9  
Last Updated: 0 6 / 1 1 / 2 0 0 8  L a s t  Updated: 0 6 / 1 6 / 2 0 1 0  
CHRISTOPHER T VOLPE CHRISTOPHER T VOLPE 
SECRETARY TREASURER 
1010 N FINANCE CENTER DR #2OO 1010 N FINANCE CENTER DR # 2 0 0  
TUCSON,AZ 8 5 7 1 0  TUCSON,AZ 8 5 7 1 0  
Date of Taking O f f i c e :  0 7 / 0 7 / 1 9 9 2  D a t e  of Taking Office: 0 7 / 0 7 / 1 9 9 2  
L a s t  Updated: 0 5 / 0 2 / 2 0 1 1  L a s t  Updated: 0 5 / 0 2 / 2 0 1 1  

WILLIAM A ESTES I11 CHRITOPHER T VOLPE 
VICE-PRESIDENT VICE-PRESIDENT 
1010 N FINANCE CENTER DR #2OO 1010 N FINANCE CENTER DR # 2 0 0  
TUCSON,AZ 8 5 7 1 0  TUCSON,AZ 8 5 7 1 0  
Date of Taking Office: 01/01/2010 D a t e  of Taking Office: 0 7 / 0 7 / 1 9 9 2  
Last Updated: 0 6 / 1 6 / 2 0 1 0  L a s t  Updated: 0 4 / 2 4 / 2 0 0 9  

Director Information 

WILLIAM A ESTES I11 SHIRLEY A ESTES 
DIRECTOR DIRECTOR 
1010 N FINANCE CENTER DR #200  1010 N FINANCE CENTER DR # 2 0 0  
TUCSON,AZ 8 5 7 1 0  TUCSON,AZ 8 5 7 1 0  
Date of Taking O f f i c e :  01/01/2010 Date of Taking Office: 1 2 / 3 1 / 1 9 8 9  
Last Updated: 0 5 / 0 2 / 2 0 1 1  L a s t  Updated: 0 6 / 1 1 / 2 0 0 8  

Annual Reports 

I L 
Next Annual Report 
Due: 05/24/2013 E-FILE An Annual Report Online << Click Here __ - - __ . _-- - __ , ., . . . .. . , 
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11996 112 110/27/1997 I I I 

11994 112 /06/15/1995 I I 110/15/1996 
11993 112 106i15/1994 I 1 106/15/1995 

11991 112 106/15/1992 I I I 
11990 112 106/17/1991 1 I 106i15i1992 

Scanned Documents 
(Click on gray button to view document - will open in a new window) 

I( 00457683 1 
ii 00662102 1 

195 ANNUAL REPORT 10/15/1996 

1-001342461 196 ANNUAL REPORT 10/27/1997 I 

198 ANNUAL REPORT 107/0 1/1998 

/06/11/1999 I 99 ANNUAL REPORT 

00 ANNUAL REPORT 03/16/2000 

01 ANNUAL REPORT 03/26/200 1 

02 ANNUAL REPORT 03/12/2002 

03/11/2003 103 ANNUAL REPORT 

104 ANNUAL REPORT 103/3 1/2004 

/OFFICERDIRECTOR CHANGE j04/07/2004 I 

/03/23/2005 

01 58291 5 06 ANNUAL REPORT 10511 8/2006 

08/10/2007 

02402234 08 ANNUAL REPORT 04/30/2008 

IL - I I C  

I "n! 01 151 837- 105 ANNUAL REPORT 

107 ANNUAL REPORT 
(ili 

D l  
I 7 1  
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05/18/2012 
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/10550030041106/15/1990 89 ANNUAL REPORT 
120112031030- 90 EXTENSION 

90 ANNUAL REPORT 

/2o126045042104115/1992 91 EXTENSION 
w j o 6 / 1 5 / 1 9 9 2  91 ANNUALREPORT 
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Arizona Corporation Commission 
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IFile Number: L-1078814-5 Check Corporate Status I 
I I 

ICorp. Name: ESTES DEVELOPMENT CO., L.L.C. 

Domestic Address 

10 10 N FINANCE CENTER DR #200 I 
I TUCSON, AZ 85710 

Statutory Agent Information 

Agent Name: DAVID A MCEVOY 

Agent Mailing/Physical Address: 
I 
7 

4560 E CAMP LOWELL DR 
TUCSON, AZ 85712 

Additional Corporate Information 

Corporation Type: DOMESTIC L.L.C. 
Incorporation Date: 05/23/2003 

IApproval Date: 05/23/2003 

/Business Type: 
ICorporate Life Period: PERPETUAL 

jOriginal Publish Date: 06/24/2003 
/County: PIMA 
I - 9; 

-ZONA 
1 

Manager/Member Information 

WILLIAM A ESTES I11 CHRISTOPHER T VOLPE 
MEMBER MEMBER 
1010 N FINANCE CTR DR # 2 0 0  ,1010 N FINANCE CTR DR #200 
TUCSON,AZ 85710 TUCSON,AZ 85710 
D a t e  of T a k i n g  O f f i c e :  0 5 / 2 3 / 2 0 0 3  D a t e  of T a k i n g  O f f i c e :  0 5 / 2 3 / 2 0 0 3  
L a s t  U p d a t e d :  0 5 / 1 9 / 2 0 0 4  L a s t  Updated: 0 5 / 1 9 / 2 0 0 4  
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10510512004 

IAGENT ADDRESS CHANGE 106/03 /2004 

Back To Top 

Amendments 

IO 5/05/2004 1 AMENDMENT I /WAIVE 

Back To Top 

Microfilm 

11 159600703 1 

11 1661005016 j05/05/2004 AMENDMENT 

131798002843- COW ADDRESS CHG 
j31802oo2983 AGENT ADDRESS CHANGE 
j11716o09044 /05/26/2005 /AMENDMENT 

105/23/2003 IARTICLES OF ORGANIZATION 

/o6/2412003 PUBLICATION OF ARTICLES OF ORGANIZATION 
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Anzona Corporation Commission 
State of Arizona Public Access System 11:14 AM 

Jump To ... 
Scanned Documents Amendments Microfilm 

ICorp. Name: VAIL VALLEY ASSOCIATES L.L.C. 

Domestic Address 

5780 N SWAN RD #lo0 
TUCSON, AZ 85718 

Statutory Agent Information 

Agent Name: DAVID A MCEVOY 

I 

I Agent MailingPhysical Address: 
4560 E CAMP LOWELL DR 

TUCSON, AZ 85712 

Agent Status: APPOINTED 04/29/1996 
Agent Last Updated: 06/16/2004 

Additional Corporate Information 

ICorporation Type: DOMESTIC L.L.C. 
Incorporation Date: 04/29/1996 
Domicile: ARIZONA jcounty: PIMA 
Approval Date: 04/30/1996 
Status: LATEST DATE TO DISSOLVE 

IBusiness Type: UNKNOWN 
ICorporate Life Period: 

Original Publish Date: 06/03/1996 
DissolutiodWithdrawal Date: 12/3 1/2030 

I ManagedMember Information 

CHRISTOPHER H SHEAFE 
MANAGER 
4572 E CAMP LOWELL 
TUCSON,AZ 85712 

ROBERT C NEILL 
MANAGER 
'11078 E SKINNER DR 
ISCOTTSDALE , AZ 8 5 2 6 2 
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D a t e  of T a k i n g  O f f i c e :  03/06/2007 D a t e  of T a k i n g  O f f i c e :  03/06/2007 
L a s t  U p d a t e d :  03/08/2007 L a s t  U p d a t e d :  03/08/2007 

THE BSE TRUST 
WILLIAM A ESTES JR MEMBER 
MANAGER WILLIAM A JRLSHIRLEY A ESTES T 
1010 N FINANCE CENTER DR #200 % THE ESTES CO. 
TUCSON,AZ 85710 1010 N FINANCE CENTER DR #200 
D a t e  of T a k i n g  O f f i c e :  04/29/1996 TUCSON,AZ 85710 
L a s t  U p d a t e d :  03/08/2007 D a t e  of T a k i n g  O f f i c e :  12/11/2007 

L a s t  U p d a t e d :  12/13/2007 
THE SHEAFE LIVING TRUST ROBERT & MARY NEILL FALY TRUST 
MEMBER MEMBER 
CHRISTOPHER H&SHARON K SHEAFE ROBERT C AND MARY V NEILL 
TRUSTEES TRUSTEES 
4572 E CAMP LOWELL 11078 E SKINNER DR 
TUCSON,AZ 85712 SCOTTSDALE,AZ 85262 
D a t e  of T a k i n g  O f f i c e :  12/11/2007 Date of T a k i n g  O f f i c e :  12/11/2007 
L a s t  U p d a t e d :  12/13/2007 L a s t  U p d a t e d :  12/13/2007 

Scanned Documents 
(Click on gray button to view document - will open in a new window) 

1[00956346] IAGENT ADDRESS CHANGE /06/03/2004 

IAMENDMENT 12/11/2007 

Back To TOE 

Amendments 

11211 1/2007 IAMENDMENT I IWAIVE 
/03/06/2007 IAMENDMENT 

Back To Top 

Microfilm 

11 1033030034 
1201 85052014 

/04/29/1996 /ARTICLES OF ORGANIZATION 
j06!03i1996 PUBLICATION OF ARTICLES OF ORGANIZATION 
77 
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E-FILE An Annual Report Online Click Here d 

11:15 AM 

FORMS For Annual Reports To Be Printed And Mailed << Click Here I 

File Number: F-0774495-7 

MANDELL VALL COW. 

Domestic Address 
--___ 

2441 N LEAVITT ST 

Foreign Address 

10 10 N FINANCE CENTER DR #200 
--___ -I_____ I r----- 

Statutory Agent Information 

Agent Name: CORPORATION SERVICE COMPANY 
_____I. 

I 

-__ 
I Agent MailingRhysical Address: 
7 - 3 8  W ROYAL PALM RD STE J 

I r r- r------ 

--__ .I___. 
PHOENIX, AZ 85021 

Agent Status: APPOINTED 07/3 1/2009 
Agent Last Updated: 08/05/2009 

-___.________I ____ 
--_-___I_ 

___ ___I____I.____ I_________ 

Additional Corporate Information 
-___ ____ 

Eorporation Type: BUSINESS /Business Type: REAL ESTATE 
lhcorporation Date: 04/10/1996 
\Domicile: ILLINOIS 

\Corporate Life Period: PERPETUAL 
/County: PIMA 
rn 

__ r-- 

-_____I_ 
-__I---- r--- 
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Officer Information 

SHELDON J MANDELL HOWARD J MANDELL 
PRES I DEET SECRETARY 
2441 N LEAVITT ST 2441 N LEAVITT ST 
CHICAGO, IL 60647 CHICAGO, IL 60647 
D a t e  of Taking O f f i c e :  04/02/1996 D a t e  of Taking O f f i c e :  04/02/1996 
L a s t  U p d a t e d :  01/28/2013 L a s t  U p d a t e d :  01/28/2013 
ARTHUR N MANDELL 
VICE-PRESIDENT 
2441 N LEAVITT ST 
CHICAGO, IL 60647 
D a t e  of Taking O f f i c e :  08/01/2001 
L a s t  U p d a t e d :  01/28/2013 

Director Information 
_- 

DIRECTOR 
2441 N LEAVITT ST 
CHICAGO, IL 60647 

L a s t  U p d a t e d :  01/28/2013 

DIRECTOR 
2441 N LEAVITT ST 
CHICAGO, IL 60647 

/ L a s t  U p d a t e d :  01/28/2013 
  HOWARD J MANDELL ,SHELDON J MANDELL j D I RE c T o R DIRECTOR 
2441 N LEAVITT ST 2441 N LEAVITT ST 
CHICAGO, IL 60647 CHICAGO, IL 60647 

L a s t  U p d a t e d :  01/28/2013 L a s t  U p d a t e d :  01/28/2013 

~ ____._ 

/ D a t e  of Taking O f f i c e :  04/02/2001 O f f i c e :  04/02/1996 

- ___ 

D a t e  of Taking O f f i c e :  04/02/1996 D a t e  of Taking O f f i c e :  04/02/1996 

Annual Reports 

Next Annual Report 
,Due: 01/10/2014 

E-FILE An Annual Report Online << Click ilere 
___ ___ -___ 

FORMS For Annual ReDOrtS To B e  Printed And Mailed << Click Here 

12013 101 /12/17/2012 1 I I 

http://starpas .azcc.gov/scripts/cgiip.exe~Se~ice~~sbrokerl/names-de~il.p?name-id=FO7... 2/5/2013 

http://starpas


' I AAnz. Corp. Comm. -- Corporations Division Page 3 of 5 

Back To Top 

Scanned Documents 
(Click on gray button to view document - will open in a new window) 

I 

b - A L  REPORT 08/05/1998 

j[-oo2q -PORT j11/16/1998 
1- 100 ANNUAL REPORT 12/27/1999 

:01 ANNUAL REPORT i 1 1/27/2000 

io2 ANNUAL REPORT 12/26/200 1 

103 ANNUAL REPORT j03/24/2003 

FANNUAL REPORT 10 1/02/2004 

106 ANNUAL REPORT 0 1/04/2006 

 AGENT ADDRESS CHANGE 05/26/2006 

-AL REPORT i1212812004 

h7 ANNUAL REPORT 12/26/2006 

j 12/28/2007 08 ANNUAL REPORT 

109 ANNUAL REPORT 11/18/2008 
/ro22644917 - 

AGENT APPOINTMENT /o7131:2009 
7 I 
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1 [o2999060] 11 0 ANNUAL REPORT 

11 1 ANNUAL REPORT 

1 1212 1 /2009 
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Notices of Pending Revocation 
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[I 04/15/2011 1 /DELINQUENT ANNUAL REPORT 
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-10312511997 96 ANNUAL REPORT 
j1126oO17025j12105/1997 98 ANNUAL REPORT 

199 ANNUAL REPORT 
/31560002545 -100 ANNUAL REPORT 

104/10/1996 APPLICATION FOR AUTHORITY 
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13 1599002694 11 1/27/2000 101 ANNUAL REPORT 
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m m  03 ANNUAL REPORT 
/31782001169/0110212004 04 ANNUAL REPORT 
/31844000783~12/28/2004 05 ANNUAL REPORT 

/j1946ooo948j01104/2006 06 ANNUAL REPORT 
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IFile Number: L-0856439-3 

Eorp. Name: DEL LAG0 GOLF LLC 
I -- 

Domestic Address 

13801 E COLOSSAL CAVE RD 
VAIL, AZ 85641 

______I_- I____.- 

I r--- 
Statutory Agent Information 

~ _ _  _I__.___ r-----T-_..- Agent Name: TEM COW 

I 
Agent MailingRhysical Address : 

1010 N FINANCE CENTER DR #200 
TUCSON, AZ 85710 

___-______ 

I____- 

r------ 
I- 

______I- 

Agent Status: APPOINTED 12/04/2001 

I Agent Last Updated: 03/15/2005 
~~~ ~ ~ __ 

Additional Corporate Information 
____-_- __ - - 

Business Type: 
Corporate Life Period: PERPETUAL 

IOriginal Publish Date: 11/23/1998 

___-- 
/Corporation Type: DOMESTIC L.L.C. 
Incorporation Date: 11/04/1998 
Domicile: AFUZONA 
/Approval Date: 11/04/1998 

___- 

[County: PIMA _ ~ ~ _ _ _ _ _ _ _ _  

Manager/Member Information 
, -I_--- 

---- 
CORP THE ESTES CO 

MANAGER 
2441 N LEAVITT 
CHICAGO, IL 60647 
D a t e  of Taking O f f i c e :  11/04/1998 D a t e  of Taking O f f i c e :  06/17/2008 
L a s t  U p d a t e d :  11/05/1998 

1010 N FINANCE CENTER DR #200 
~ ~ ~ ~ ~ ~ ~ , A ~  85710 I L a s t  U p d a t e d :  06/19/2008 
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h~ ESTES LIVZNG TRUST 

IWILLiAM ESTES (TRUSTEE) 

I -  
/MEMBER 

1 %  TEM CORP 
I ' J 1 5 1  E BROADWAY #200 
/'CUCS@N,AZ 85711 
/ D a t e  of Taking O f f i c e :  0 2 / 1 6 / 2 0 0 0  
j L a s t  U p d a t e d :  0 5 / 2 6 / 2 0 0 5  
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Attachment C 



November 12,1996 

PaulMalldd 
National Wrecking Co. 
2441 N. Lea& 
Chicago, Nmois 60647 

Dear Paul: 

It is our mutual understanding that TEM Corp. will be engaged by Del Lago Water Company, 
commencbg October 1, 1996, to manage its operations pu r sua  to the terms of its proposal 
dated October 10, 1996 except for the length of the agreement shall be 6 months. 

If you conm with the above, please sign below as an achodedpea  of such. 

Sincerely, 

Christopher T. Volpa 
Treasurer 

i 
i 
i 

578oN. SwmRd., S-100, TUCSOR, AZ S5728 11 P.0. BOX 17360, "Ucs~n,  AZ 85731 11 (602) 529-2883 P ~ x  (602) 299-0810 



December 31,201 1 

Mr, Sheldon J, Mandell 
National Wrecking 
2441 Narth Leavitt Street 
Chicago, 'Illjnois 60647 

Re: Vail Water Company 

Bear Red: 

Tnis fetter shall constitute Vail Water Company's approval. tu extend the Management 
Agreement between "EM Coq, and Vail Water Company through December 31, 2012, for an 
amount equal tu $8.50 per paying customer per month. Exceipt BS modified hereby, all other terms 
and conditions o€&e proposal dated October 15,1996, shall remain the same. 

' 

.a 

Christopher T. Vulpe 
Vice President 

AcKNoplLEDGED AND AFPROVED effective the 3 1st day of December, 201 1. 

V A L  WATEX COMPANY, an 
Arjzana corporation 

2032 MGMT AGE EXT 



. I  

PROPOSAL 

DEL LAG0 WATER 

OCTOBER 10, 

TO 

COMPANY 

1996 

i L 

TEM corp. 

(ti*’.! 577-7*c)7 

P.O. Box .I7360 
TUCSOll, & k O M  8573 1 



-October 10, 1996 

Dellago Water Company 
P.O. Box 17360 
Tucson, Arizona 85731 

Re: Proposal to provide management services for De1 Lago Water Company 

Gentlemen: 

TEM COT. ,is pleased to submit this proposal to provide management sesvices for Del 
Lago Water Company. 

Staff personnel will be controller md sta project manager, legd assistant and the 
s~pport services of the computer, payroll and insurance departments. This proposal is based upon 
b e  continued empIoyment by Del Lago Water Company of Charlotte Kimbd and Bill M c G e .  

SCOPE OF WORK: 

c 

Accounts ReceivabIelAccounfs PavabIeNendor Transactions 

1. Venfy and cut checks for payment of vendor invoices 
2. Update Accounts Payable ledger . ' 

3. Disburse payments 
4. Mainbin paid invoices fite 
5. Update Job Costing Bes 

1. Reconcile bank statements 
2. 
3, 
4. 

. 5. General Ledger maintenance 
6. Conthing property records 
8. 

Summarize AlR, ALP to General Ledger 
Generate monthly Income Reparts and Balance Sheets 
Process and maintain all corporate tax reports (ADOR and ACC) . 

Depreciation of plant assets (record-keepimg) 



4 

9. Job Cost file maintmce 
Io. ACC reports as necessary 
I I Capital Expendhe detail 
12. Payroll records and filings 
13. 
14. Staffing recommendations 
15. 

Employee compensation and benefits records 

Assist independant CPA iinn in preparation and processing of federal and state income tax 
retuns 

General Administration 

1. 
2. 
3. 
4. 
5. 
6. 

7. 

8. 
9. 

IO. 

11. 
12. 
13. 
14. 

15. 
16. 
17. 

Analyze insurance needs and recommend optimal insurance coverage 
Provide management direction to field sewices activities. 
Develop and implemeat~policies as necessary and approved by omen. 
Attend Utility Coordination Committee meetings as necessary. 
Review plans and speciliatiom for compliance with utility requirements. 
f r e p d o r i  and submission of reports as required by the A.rjzoxxi Department of Water 
Resources, Arizona Corporation Commission, Arizona Department of Emironmental 
Quality, CentsaI AI~ZOM Project, State HeaIth Department. 
Matre recommendations relative to rate increase timing and processing; assist in 
application to ACC for rate increase. 
Meet with developers regarding line extensions and related matters. 
Manage, pordimte and engage as necessary, outside consultant acthities relarive to 
engine&g, accounting and tax return preparation and legal services. 
Represent Del Lago Water Company at court proceedings relative to past due accowts as 
necessary. 
Maintain corporate € 2 ~ .  
Document preparation, filing and storage as required. 
Meet with homeowner’s associations and other customer groups as requested. 
Other tasks of a routine nature necessary to the operation of the Del L a p  Water 
Company. 
Supervision of on-site personnel of Del Lago Water Company. 
Make capital improvement recommendations for office and field personnel- 
Provide use of mahfkime and personal computers for billing, accountdpayable and 
accoqlting s&.?p;s. 

OTHER SERVICES: 

1. Negotiate Line Extension Agreements. 
2. 

4. 

Coordinate rate increase applications and processiig with attorney. . 

Research and recommendation on expansion of CCBrN area 
3. Maintain Line Fxtension Agreements and payout schedule. .~ 

2 



5 .  Management and implementation of tarif€ 

carp. shall receive a management fee of Five Dollars ($5.00) per ustomes per m o d  w.&& 
fe sfid be paid at the end of each month. 

TERMS AND CONDITIONS: 

1. ‘The length of tiis agreement shrill be for 2 years. The agreement may be renewed in 
one year increments at the mutual agreement of the parties. 

2. Del Lago Water Company will agree to operate the system in full compliance with the 
current EFA and ADEQ regdations and wiU cooperate with TEM Corp. in &t&g 
such compliance. 

3. The C O I I ~ ~ U U ~  employment of Charlotte fctmball and Bill McGuire by De1 Lago Water 
company. 

I .. 

3 



P 

’ *  
- -  

Vail Valley Joint Venture lowers its operating costs. Currently d of Doug’s, Rip’s, 
GWa’s, and Lisa’s tirne ate bitled tu W. Wtb the acceptance of this proposaI, any 
time spent on DLWCO wodd not be bduded in the “EM cbst reimbmenG paid by 
VVJV. For instance, Kip’s h e  may drop from 15% to S%, Doug’s from 85% to %I%, 
~Ioria’s h m  200/0 to ICE! and so OIL Additionally, iffurther stafiing is needed hr TEN 
to compfete its duties, WJV would not be burdened with a budget haease. 

e Mandell position is enhanced in WJV. The Mandell group owns 60% of WJV and 
50% of DLWCO; hence, e v q  d o k  wed at the W I d  is more valuable to  them 
than a dollar spent mDLWC0. 

* 

0 On-site management has additional benefits. AU of the manapnent companies 
solicited to operate DLWCO indicated they would replace Bifl and Charlotte and c~nduct . 
business *om their corporate offices off-site. This action would elimhite many inherent 
bm& of Iraving the DLWCO office on-% such BS: better customer Service; quicker 
reaction time to pr&l&; avoidance of potential problems bewuse of daily monitoring . 
having a night watchuan with Charlotte W g  on property; p w d w h a  cafe and, in 
m s  case, havt! a vested interest in the o v d  success of the project; knowledge of the 
history of the project and idea of what to do when pb iems  arise; giving a constant 
presence in the comrrmaity for 0w1~ez-q an important role tbat ’could come into play in 
qotiatiins witlr the yarious piitid MH. ~ i t l  and -0- are h a m  ~ a i t  and 
serve as a res~ufce to the puIse of the co-. Conversely, vacating the premises is 
not the kind of mesage the Owners want to send TEM is wdcing with CWotte & Bill 
to make the operatiom more pruf&od The oEca have been cleaned and ~tew carpet 
instailed (at no cost to the venture), the door W;n have its window r e p i d  (there 
cwrrently is no glass), and the junk mmd the yard is being disposed. 

TEM fee h passed on to UIStorners. While the rate base is based 011 the p€@cal plant, 
the‘rate charged ta customers incfudes overhead. For instance; ifyour physical plant is 
worh %l,OOO,OOO and pur overhead is $7S,ooO pa year, you are dowed to earn an- 8% 
profit on the physical p h  plus reeoup pur ov&ead. In this case fees &odd be 
$155,000. DLWCO has exposlue Erom the CorporatiOn Ccmmbsion if costs, passed on 
to its customeq are not expended. RamGAom may k h d e  lowering the rate. Our 
god is to get as h e  an increase as posslde at the next rate hearin& agaiatbis d t s  in a 

. Wia for the Owners. E a  larger fee to TEM isj&k, perhaps additional bend3 could 

. 



I .  

Bin E m  is emotionally involved. . ' T IM has gone beyond its CoIltemplated duties to 
make DLWCO a more professional and &dent operation because o f  Bill's attachment to 
it, TEM has i n c u r r e d  costs, that were not reimbursabie under the approved budget 
without hesitation or SoIiciting a budgetary increase bef'iore proceedin& m the spirit of 
problem solving and for the good of the campany, These costs include computer t~~ 
support and the under taking of r&ewing billing software packages when no other 
operabr was intertxted in bidding on the job. DLWCO avoided a crisis situation (not to 
mexition cost savings) ody with help of l"s comgutet manager. TEM dso has used 
and ant imes to use mn-reimbursabk persomd far payroll, dxhistraiive, file 
mhmmnce, and b c i d  statement preparation on behalf of DLWCO. This use of "EM 
resotnces cannot continue without remuneration. 

TElM offers the best price for the best product It is doubtfirl DLWCO could fhd an 
openitor io perform the functions that TEM can for a lower fse. Besides the benefits 
aforementioned, TEM offers the best price. Ifan another operator was chosen, TEM 
would still have to be involved in decision d g ,  z&bi&i& 'on, ad other day-to-day 
duties. This cost would h&tably end up being the burden of VVIV; thus, e€€ec&ely 
doubte costing &e project. 
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The Estes Co 
Management Costs - Vail Water 

VWC 
Allocation 

Salaries ---- Annual $$ Annually % WVC 

V.P. Treasurer - TEM 
Asst. Controller - TEM 
AccountinglLegal Assistant - TEM 
Admin Assistant - TEM 
Total Salaries 

ER payroll taxes-7.65% 

$ 130,009 $ 45,503 35.00% Based upon amount of time spent on VWC matters 
$ 50,000 $ 17,500 35.00% Based upon amount of time spent on VWC matters 
$ 50,000 $ 12.500 25.00% Based upon amount of time sDent on VWC matters 
$ 42,698 $ 10,675 25.00% Based upon amount of time spent on VWC matters 
$ 272,707 $ 86,178 32.00% 

$ 20,862 $ 7.302 35.00% B a e d  upon amount of time spent on VWC matters 

$ 3,319 $ 1,162 35.00% Based upon amount of time spent on VWC matters 
$ 10.664 $ 2.666 25.00% Based upon amount of time soent on VWC matters 
$ 3,235 $ 809 25.00% Based upon amount of time spent on VWC matters 
$ 28.523 $ 8.593 

Benefits (medical, life) 
V.P. Treasurer - TEM $ 11,305 $ 3,957 35.00% Based upon amount of time spent on VWC matters 
Asst. Controller - TEM 
Accounting/Legal Assistant - TEM 
Admin Assistant - TEM 
Total Benefits 

Sunburst Pension 
BASIC - Flex Spending 
Worker's Comp insurance 
Bldg Rent ($2,499.48/mo) 
Simply Bits (phoneiinternet) 
Kip cell phone 
Copier,fax,scanner ($525/rno) 
Copier-overages ($29Zqtr avg) 
Copier-personal prop taxes 
Liability Insurance 
Postage-Stamps.com (VWC specific) 
Postage-Stamps.com (monthly fee) 
Software purchased 
Computer hardware 
Computer maintenance 
Storage-offsite (VWC specific) 
Mileage (to VWC & Banks) VWC specific 
TravellMeals for meetings (VWC specific) 
Office supplies 

Total Office costs 

$ 705 $ 226 
$ 189 $ 60 
$ 2,672 $ 855 
$ 29,994 $ 9,598 
$ 5,776 $ 1,848 
$ 1,753 $ 56 1 
$ 6,300 $ 2,016 
$ 1,168 $ 37 4 
$ 216 $ 69 
$ 3,539 $ 1,133 
$ 416 $ 416 
$ 192 $ 61 
$ 4,040 $ 1,293 
$ 4,334 $ 1,387 
$ 6.389 $ 2,044 

$ 1,032 $ 1,032 
$ 478 $ 478 
$ 1.472 $ 47 1 

!3 393.373 $ 24.541 

$ 618 $ 618 

32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect -Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect -Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 

32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 
32.00% Indirect - Based upon % of Total Wages Allocated 

100.00% Direct 

100.00% Direct 
100.00% Direct 
100.00% Direct 
32.00% Indirect - Based upon % of Total Wages Allocated 

Total Cost Allocated to VWC Annually $ 126,613 

12/31/11 #customers 3,867 
Per 

bill count 
at year end 

$ 10,551 monthly costs 
$ 2.73 cost per customer 

http://Postage-Stamps.com
http://Postage-Stamps.com
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EXECUTIVE SUMMARY 
VAIL WATER COMPANY 

DOCKET NO. W-01651B-12-0339 

ilie Direct Testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff recommends that the Commission adopt a capital structure for Vail 
Water Company (“Company”) for this proceeding consisting of 0.0 percent debt and 100.00 
gercent equity. 

Cost of Equity - Staff recommends that the Commission adopt a 9.1 percent return on equity 
(“ROE”) for the Company. Staffs estimated ROE for the Company is based on the 8.5 percent 
average of its discounted cash flow method (“DCF”) and capital asset pricing model (“CAPM’) 
cost of equity methodology estimates for the sample companies of 8.8 percent for the DCF and 
8.2 percent for the CAPM. Staffs recommended ROE includes an upward-economic assessment 
adjustment of 60 basis points. 

Cost of Debt - Staff recommends that the Commission adopt a 0.0 percent cost of debt for the 
Company, as Vail Water has no debt in its capital structure. 

Overall Rate of Return - Staff recommends that the Commission adopt a 9.1 percent overall rate 
of return. 

Mr. Bourassa’s Testimony - The Commission should reject the Company’s proposed 10.4 
percent ROE for the following reasons: 

Mr. Bourassa’s Future Growth DCF estimates rely exclusively on analysts’ forecasts of 
earnings per share growth. For purposes of calculating the current dividend yield (DoPo) 
component, Mr. Bourassa states that he uses a spot price date of July 10, 2012. However, 
a check of market trading prices for July 10, 2012 reveals that he has understated the 
current market (PO) price for all but one of his sample companies. An understatement to 
the current market (PO) price serves to overstate the current dividend yield (DoPo), which 
in turn artificially inflates both the expected dividend yield (Dl/Po) and estimated cost of 
equity (k) derived from Mr. Bourassa’s Future Growth DCF and Future and Historical 
Growth DCF models. Mr. Bourassa has overstated the market risk premium (R, - Rf) in 
his Current Market Risk Premium CAPM, and his CAPM estimates are inflated due to 
use of a forecasted risk-free rate. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state yoiir name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsiblz for the examination of financial and statistical information included in 

utility rate applications and other financial matters, including studies to estimate the cost 

of capital component in rate filings used to determine the overall revenue requirement, and 

for preparing written reports, testimonies and schedules to present Staffs 

recommendations to the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of 

Library Science degree from the University of Anzona, and an MBA degree with an 

emphasis in Finance from Arizona State University. While pursuing my MBA degree, I 

was inducted into Beta Gamma Sigma, the National Business Honor Society. I have 

passed the CPA exam, but opted not to pursue certification. I have worked professionally 

as a librarian, financial consultant, tax auditor, and, as a former Commission employee, 

served as Staffs cost of capital witness in rate case evidentiary proceedings. 

What is the scope of your testimony in this case? 

My testimony povides Staffs recommended capital structure, return on equity (“ROE”) 

and overall rate of return (“ROE’) for establishing the revenue requirements for Vail 

Water Company’s (“Vail” or “Company”) pending rate application. 
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Summai-~ of Testimoizy und Recoir,mmdatiom 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Briefly summarize how Staff’s cost of capital testimony is organized. 

Staffs Cost of Capital ‘Testimony is presented in eleven sections. Section I is this 

Introduction. Section I1 discusses the concept of weighted average cost of capital 

(“WACC”). Section I11 presents the concept of capital structure and presents Staffs 

recommended capital structure for Vail in this proceeding. Section IV presents Staffs 

cost of debt for Vail. Section V discusses the concepts of ROE and risk. Section VI 

presents the methods employed by Staff to estimate Vail’s ROE. Section VI1 presents the 

findings of Staffs ROE analysis. Section VI11 presents Staffs final cost of equity 

estimates for Vail. Section Ix presents Staffs ROR recommendation. Section X presents 

Staffs comments on the Direct Testimony of the Company’s witness, Mr. Thomas J. 

Bourassa. Finally, Section XI presents the conclusions. 

Have you prepared any exhibits to accompany your testimony? 

Yes. I prepared nine schedules (JAC-1 to JAC-9) and two Exhibits (JAC-A and JAC-B) 

that support Staffs cost of capital analysis. 

What is Staff‘s recommended rate of return for Vail? 

Staff recommends a 9.1 percent overall ROR, as shown in Schedule JAC-1. Staffs ROR 

recommendation is based on cost of equity estimates for the sample companies of 8.8 

percent for the discounted cash flow method (“DCF’’) and 8.2 percent from the capital 

asset pricing method (“CAPM”). Staff recommends adoption of a 60 basis point upward 

Economic Assessment Adjustment, resulting in a 9.1 percent return on equity. 
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TJail Water’s Proposed Overall Rate of Return 

Q. 

A. 

11. 

Q. 
A. 

Q .  
A. 

Briefly summarize Vail’s proposed capital structure, cost of debt, ROE and overall 

ROR for this proceeding. 

Table 1 summarizes the Company’s proposed capital structure, cost of debt, ROE and 

oxrall ROR in this proceeding: 

Table 1 

Weighted 
Weight Cost cost 

Long-term Debt 0.0% 0.0% 0.0% 
Common Equity 100.0% 10.4% 10.4% 
Cost of CaDitalROR 10.4% 

Vail is proposing an overall rate of return of 10.4 percent. 

THE WEIGHTED AVERAGE COST OF CAPITAL 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect 

for investing their financial resources in a determined business venture over another 

business venture. 

What is the overall cost of capital? 

The cost of capital to a company issuing a variety of securities (Le., stock and 

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the 

relative amounts for each security in the company’s entire capital structure. Thus, the 

overall cost of capital is the WACC. 
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Q. 
A. 

Q. 
A. 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected returns of a firm's securities. 

The WACC formula is: 

Equation 1. 

WACC = 1 Wi*ri 

n 

i = l  

Ir, this equation, Wi is the weight given to the i' security (the proportion of the ith security 

relative to the portfolio) and ri is the expected return on the i' security. 

Can you provide an example demonstrating application of Equation l? 

Yes.. For this example, assume that an entity has a capital structure composed of 60 

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0 

percent and the expected return on equity, Le., the cost of equity: is 10.5 percent. 

Calculation of the WACC is as follows: 

WACC = (60% * 6.0%) + (40% * 10.5%) 

WACC=3.60%+4.20% 

WACC = 7.80% 

The weighted average cost of capital in this example is 7.80 percent. The entity in this 

example would need to earn an overall rate of return of 7.80 percent to cover its cost of 

capital. 
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111. CAPITAL STRUCTURE 

Background 

Q. 
A. 

Q- 
A. 

Please explain the capital structure concept. 

The capital structure of a firm is the relative proportions of each type of security:--short- 

term debt, long-term debt (including capital leases), preferred stock and common stock-- 

that are used to finance the firm's assets. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of 

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and 

common stock) relative to the entire capital structure. 

As an example, the capital structure for an entity that is financed by $20,000 of short-term 

debt, $85,000 of long-term debt (including capital leases), $15,000 of preferred stock and 

$80,000 of common stock is shown in Table 2. 

Table 2 

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common stock. 
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Vail Water’s Capital Structure 

Q. 
A. 

Q. 

A. 

What capital structure does Vail propose? 

The Company proposes a capital structure composed of 0.0 percent debt and 100.0 percent 

common equity. 

How does Vail’s capital structure compare to capital structures of publicly-traded 

water utilities? 

Schedule JAC-4 shows the capital structures of six publicly-traded water companies 

(“sample water companies” or “sample water utilities”) as of December 2011. The 

average capital structure for the sample water utilities is comprised of approximately 5 1.6 

percent debt and 48.4 percent equity. 

Stajys Capital Structure 

Q. 
A. 

IV. 

Q. 
A. 

What is Staffs recommended capital structure for Vail? 

Staff recommends a capital structure composed of 0.0 percent debt and 100.0 percent 

equity. Staffs recommended capital structure reflects the Company’s actual capital 

structure as of the December 3 1,201 1, test year end. 

COST OF DEBT 

What is the basis for the Company’s proposed 0.0 percent cost of debt? 

As noted above, the Company has no debt in its capital structure; therefore, it has a cost of 

debt of 0.0 percent. 
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V. RETURN ON EQUITY 

Background 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please define the term “cost of equity capital.” 

The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the 

investors’ expected rate of return on other investments of similar risk. As investors have a 

wide selection of stocks to choose from, they will choose stocks with similar risks but 

higher returns. Therefore, the market determines the entity’s cost of equity. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. This relationship is reflected in the CAPM formula. 

The CAPM is a market-based model employed by Staff for estimating the cost of equity. 

The CAPM is further discussed in Section VI of this testimony. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate history and 

identify trends. Chart 1 graphs intermediate U.S. treasury rates from January 18, 2002, to 

January 27,2012. 
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Q. 
A. 

~~ 

Chart I: Average Yield on 5-, 7-, & 10-Year Treasuries 

1% 1 
Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-IO Jan-11 Jan-I2 

Chart 1 shows that intermediate-term interest rates trended downward from 2002 to mid 

2003, trended upward through mid-2007, trended downward through late-2008, trendec 

upward through early-20 10, trended downward through late 20 10, trended upward tc 

early-2011, and are currently trending down from the existing, relatively low rates. 

What has been the general trend in interest rates longer term? 

U.S. Treasury rates from December 1961 - December 2011 are shown in Chart 2. Tht 

chart shows that interest rates trended upward through the early-1980s and have trendec 

downward over the last 30 years. 

. '  
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Q. 
A. 

Q. 
A. 

Q- 

A. 

Chart 2: History of 5- and IO-Year Treasury Yields 

20% 1 

0% I 7 

1961 1966 1971 1976 1981 1986 1991 1996 2001 2006 2011 

Source: Federal Reserve 

Do these trends suggest anything in terms of cost of equity? 

Yes. As previously noted, interest rates and cost of equity tend to move in the same 

direction; therefore, the cost of equity has generally declined in the past 30 years. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors’ expected returns and not realized returns. 

Is there any information available that leads to an understanding of the relationship 

between the equity returns required for a regulated water utility and those required 

in the market as a whole? 

Yes. A comparison of betas, a component of the CAPM discussed in Section VI, for the 

water utility industry and the market provide insight into this relationship. In theory, the 
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market has a beta value of 1.0, with stocks bearing greater risk (less risk) than the market 

having beta values higher than (lower than) 1 .O, respectively. Furthermore, in accordance 

with the CAPM, the cost of equity capital moves in the same direction as beta. Therefore, 

because the average beta value (0.71)' for a water utility is less than 1.0, the required 

return on equity for a regulated water utility is below that of the market as a whole. 

Risk 

Q. 
A. 

Q. 
A. 

Please define risk in relation to cost of capital. 

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a 

particular security. Investors are risk averse and require a greater potential return to invest 

in relatively greater risk opportunities, i.e., investors require compensation for taking on 

additional risk. Risk is generally separated into two components. Those components are 

market risk (systematic risk) and non-market risk (diversifiable risk or firm-specific risk). 

What is market risk? 

Market risk or systematic risk is the risk of an investment that cannot be reduced through 

diversification. Market risk stems from factors that affect all securities, such as 

recessions, war, inflation and high interest rates. Since these factors affect the entire 

market they cannot be eliminated through diversification. Market risk does not impact 

each security to the same degree. The degree to which a given security's return is affected 

by market fluctuations can be measured using Beta. Beta reflects the business risk and the 

financial risk of a security. 

' See Schedule JAC-7. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Please define business risk. 

Business risk is the fluctuation of  earnings inherent in a firm’s operations and 

environment, such as competition and adverse economic conditions that may impair its 

ability to provide returns on investment. Companies in the same or similar line of 

business tend to experience the same fluctuations in business cycles. 

Please define financial risk. 

Financial risk is the fluctuation of earnings, inherent in the use of debt financing, that may 

impair a firm’s ability to provide adequate return; the higher the percentage of debt in a 

company’s capital structure, the greater its exposure to financial risk. 

Do business risk and financial risk affect the cost of equity? 

Yes. 

Is a firm subject to any other risk? 

Yes. Firms are also subject to unsystematic or firm-specific risk. Examples of 

unsystematic risk include losses caused by labor problems, nationalization of assets, loss 

of a big client or weather conditions. Investors can eliminate firm-specific risk by holding 

a diverse portfolio; thus, it is not of concern to diversified investors. 

How does Vail’s financial risk exposure compare to that of Staffs sample group of 

water companies? 

JAC-4 shows the capital structures of the six sample water companies as of December 3 1, 

2011, and Vail’s adjusted capital structure as of the December 31, 2011 test year end. As 

shown, the sample water utilities were capitalized with approximately 5 1.6 percent debt 

and 48.4 percent equity, while Vail’s capital structure consists of 0.0 percent debt and 



1 

2 

3 

4 
< 
u 

t 
r 
I 

E 

s 
1C 

11 

1; 

1: 

1L 

12 

It  

1; 

18 

1s 

2c 

21 

2; 

2: 

2f 

2: 

2t 

Direct Testimony of Jollll A Cassidy 
Docket No. W-O1651B-12-0339 
Page 12 

100.0 percent equity. Thus, unlike Staffs sample companies, Vail has no debt in its 

capital structure and, accordingly, has no exposure to financial risk. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

VI. 

Is firm-specific risk measured by beta? 

No. Firm-specific risk is not measured by beta. 

Is the cost of equity affected by firm-specific risk? 

No. Since firm-specific risk can be eliminated through diversification, it does not affect 

the cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold diversified portfolios can eliminate firm-specific risk and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-diversified must compete in the market with fully-diversified investors, the 

former cannot expect to be compensated for unique risk. 

ESTIMATING THE COST OF EQUITY 

Introduction 

Q. 

A. 

Did Staff directly estimate the cost of equity for Vail? 

No. Since Vail is not a publicly-traded company, Staff is unable to directly estimate its 

cost of equity due to the lack of firm-specific market data. Instead, Staff estimated the 

Company’s cost of equity indirectly, using a representative sample group of publicly 

traded water utilities as a proxy, takmg the average of the sample group to reduce the 

sample error resulting from random fluctuations in the market at the time the information 

is gathered. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What companies did Staff select as proxies or comparables for Vail? 

Staffs sample consists of the following six publicly-traded water utilities: American 

States Water, California Water, Connecticut Water Services, Middlesex Water, Aqua 

America and S J W  Corp. Staff chose these companies because they are publicly-traded 

and receive the majority of their earnings from regulated operations. 

What models did Staff implement to estimate Vail's cost of equity? 

Staff used two market-based models to estimate the cost of equity for Vail: the DCF 

model and the CAPM. 

Please explain why Staff chose the DCF and CAPM models. 

Staff chose to use the DCF and CAPM models because they are widely-recognized 

market-based models and have been used extensively to estimate the cost of equity. An 

explanation of the DCF and CAPM models follows. 

Discounted Cash Flow Model Analysis 

Q. 

A. 

Please provide a brief summary of the theory upon which the DCF method of 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment 

is equal to the sum of the h ture  cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered 

the DCF method in the 1960s. The DCF method has become widely used to estimate the 

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used 

the financial information for the relevant six sample companies in the DCF model and 

averaged the results to determine an estimated cost of equity for the sample companies. 
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Q. 

A. 

Does Staff use more than one version of the DCF? 

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity’s 

dividends will grow indefinitely at the same rate. The multi-stage growth DCF model 

assumes the dividend growth rate will change at some point in the future. 

The Constant-Growth DCF 

Q. 
A. 

What is the mathematical formula used in Staffs constant-growth DCF analysis? 

The constant-growth DCF formula used in Staffs analysis is: 

Equation 2 : 

D* K = - + g  e 
where: K = the cost of equity 

D, = the expected annual dividend 
P, = the current stock price 
g = the expected infinite annual growth rate of dividends 

Equation 2 assumes that the entity has a constant earnings retention rate and that its 

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a 

current market price of $10 per share, an expected annual dividend of $0.45 per share and 

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity 

of 7.5 percent reflected by the sum of the dividend yield ($0.451 $10 = 4.5 percent) and the 

3 .O percent annual dividend growth rate. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

How did Staff calculate the expected dividend yield (DlPo) component of the 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF formula by dividing the 

expected annual dividend (DI) by the spot stock price (PO) after the close of market on 

January 23 , 20 13 , as reported by MSN Money. 

Why did Staff use the January 23, 2013, spot price rather than a historical average 

stock price to calculate the dividend yield component of the DCF formula? 

The current, rather than historic, market price is used in order to be consistent with 

financial theory. In accordance with the Efficient Market Hypothesis, the current stock 

price is reflective of all available information on a stock, and as such reveals investors’ 

expectations of future returns. Use of historical average stock prices illogically discounts 

the most recent information in favor of less recent information. The latter is stale and is 

representative of underlying conditions that may have changed. 

How did Staff estimate the dividend growth (8) component of the constant-growth 

DCF model represented by Equation 2? 

The dividend growth component used by Staff is determined by the average of six 

different estimation methods, as shown in Schedule JAC-8. Staff calculated historical and 

projected growth estimates on dividend-per-share (“DPS”),2 earnings-per-share (“EPS”)3 

and sustainable growth bases. 

Derived from information provided by Value Line. 
Derived from information provided by Value Line. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Jolui A Cassidy 
Docket No. W-0 165 1B- 12-0339 
Page 16 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Why did Staff examine EPS growth to estimate the dividend growth component of 

the constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend distributions may exceed earnings in the short run, but cannot continue 

indefinitely. In the long term, dividend distributions are dependent on earnings. 

How did Staff estimate historical DPS growth? 

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate 

for each of its sample companies over the IO-year period, 2002-201 1. As shown in 

Schedule JAC-5, the average historical DPS growth rate for the sample was 3.4 percent. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from VaZue Line through the period, 2015-2017. The average projected DPS growth rate 

is 3.7 percent, as shown in Schedule JAC-5. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate 

for each of its sample companies over the 10-year period, 2002-2011. As shown in 

Schedule JAC-5, the average historical EPS growth rate for the sample was 4.2 percent. 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

from VaZue Line through the period, 2015-2017. The average projected EPS growth rate 

is 7.0 percent, as shown in Schedule JAC-5. 
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Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 

A. 

How does Staff calculate its historical and projected sustainable growth rates? 

Historical and projected sustainable growth rates are calculated by adding their respective 

retention growth rate terms (br) to their respective stock financing growth rate terms (vs), 

as shown in Schedule JAC-6. 

What is retention growth? 

Retention growth is the growth in dividends due to the retention of earnings. The 

retention growth concept is based on the theory that dividend growth cannot be achieved 

unless the company retains and reinvests some of its earnings. The retention growth is 

used in Staffs calculation of sustainable growth shown in Schedule JAC-6. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the booWaccounting 

return on equity. The retention growth rate forrnula is: 

Equation 3 :  
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 
r = the accountingbook return on common equity 

How did Staff calculate the average historical retention growth rate (br) for the 

sample water utilities? 

Staff calculated the mean of the 10-year average historical retention rate for each sample 

company over the period, 2002-201 1. As shown in Schedule JAC-6, the historical 

average retention (br) growth rate for the sample is 2.9 percent. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

How did Staff estimate its projected retention growth rate (br) for the sample water 

utilities? 

Staff used the retention growth projections for the sample water utilities for the period, 

2015-2017, fi-om Value Line. As shown in Schedule JAC-6, the projected average 

retention growth rate for the sample companies is 4.3 percent. 

When can retention growth provide a reasonable estimate of future dividend 

growth ? 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market- 

to-book ratio’’) is expected to be 1.0. The average retention ratio has been reasonably 

constant in recent years. However, the market-to-book ratio for the sample water utilities 

is 2.1, notably higher than 1.0, as shown in Schedule JAC-7. 

Is there any financial implication of a market-to-book ratio greater than 1.0? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to 

earn an accountinghook return on its equity that exceeds its cost of equity. The 

relationship between required returns and expected cash flows is readily observed in the 

fixed securities market. For example, assume an entity contemplating issuance of bonds 

with a face value of $10 million at either 6 percent or 8 percent and, thus, paying annual 

interest of $600,000 or $800,000, respectively. Regardless of investors’ required return on 

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent 

than if the bonds are issued at 6 percent. For example, if the current interest rate required 

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and 

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9 

percent return and expect an entity to earn accountinghook returns of 13 percent, the 



0 ,  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Direct Testimony of John A Cassidy 
Docket No. W-0165 1B-12-0339 
Page 19 

market will bid up the price of the entity’s stock to provide the required return of 9 

percent. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

equity analyses in recent years? 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 

1 .O. Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio (brj term to calculate its historical and projected sustainable growth rates. 

Do the historical and projected sustainable growth rates Staff uses to develop its 

DCF cost of equity in this case continue to include a stock financing growth rate 

term? 

Yes. 

What is stock financing growth? 

Stock financing growth is the growth in an entity’s dividends due to the sale of stock by 

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost of Capital to a Public Utility.4 Stock financing growth is the product 

of the fraction of the funds raised from the sale of stock that accrues to existing 

shareholders (vj and the fraction resulting from dividing the funds raised from the sale of 

stock by the existing common equity (sj. 

4 Gordon, Myron J, The Cost of Capital to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp 31-35. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is the mathematical formula for the stock financing growth rate? 

The mathematical formula for stock financing growth is: 

Equation 4:  
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 
to existing shareholders 

common equity 
s = Funds raised from the sale of stock as a fraction of the existing 

How is the variable v presented above calculated? 

Variable v is calculated as follows: 

Equation 5 :  

book value 
market value 

For example, assume that a share of stock has a $30 book value and is selling for $45. 

Then, to find the value of v, the formula is applied: 

1, = l-[$) 

In this example, v is equal to 0.33. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 
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Equation 6: 

Funds raised fi-om the issuance of stock 
s =  

Total existing common equity before the issuance 

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

Then, to find the value of s, the formula is applied: 

= (%) 
In this example, s is equal to 20.0 percent. 

Q .  
A. 

Q. 
A. 

What is the vs term when the market-to-book ratio is equal to LO? 

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

booWaccounting return on their equity investment equal to the cost of equity. When the 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0). 

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is 

zero, dividend growth depends solely on the br term. 

What is the effect of the vs term when the market-to-book ratio is greater than L O ?  

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

booWaccounting return on their equity investment greater than the cost of equity. 

Equation 5 shows that, when the market-to-book ratio is greater than 1.0, the v term is also 

greater than zero. The excess by which new shares are issued and sold over book value 

per share of outstanding stock is a contribution that accrues to existing stockholders in the 

form of a higher book value. The resulting higher book value leads to higher expected 

earnings and dividends. Continued growth from the vs term is dependent upon the 
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continued issuance and sale of additional shares at a price that exceeds book value per 

share. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an average stock financing growth of 2.0 percent for the sample water 

utilities, as shown in Schedule JAC-6. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result 

of investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Ceteris paribus, holding all other factors constant, one would expect market forces to 

move the company’s stock price lower, closer to a market-to-book ratio of 1.0, to reflect 

investor expectations of reduced expected future cash flows. 

If the average market-to-book ratio of Staffs sample water utilities were to  fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds 

raised from the sale of stock by the entity accrues to the benefit of existing shareholders 

because the v term equals to zero and, consequently, the vs term also equals zero. When 

the market-to-book ratio equals 1.0, dividend growth depends solely on the br term. 

Staffs inclusion of the vs term assumes that the market-to-book ratio continues to exceed 

1.0 and that the water utilities will continue to issue and sell stock at prices above book 

value with the effect of benefitting existing shareholders. 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

What are Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 4.9 percent based on an analysis of 

earnings retention for the sample water companies. Staffs projected sustainable growth 

rate is 6.3 percent based on retention growth projected by Value Line. Schedule JAC-6 

presents Staffs estimates of the sustainable growth rate. 

What is Staffs expected infinite annual growth rate in dividends? 

Staff's expected dividend growth rate (g) is 4.9 percent, which is the average of historical 

and projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the 

expected infinite annual growth rate in dividends is shown in Schedule JAC-8. 

What is Staffs constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 8.0 percent, as shown in Schedule JAC-3. 

The Multi-Stage DCF 

Q. 

A. 

Q. 
A. 

Why did Staff implement the multi-stage DCF model to estimate Vail's cost of 

equity? 

Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth, the first 

stage (near-term) having a four-year duration, followed by the second stage (long-term) of 

constant growth. 

What is the mathematical formula for the multi-stage DCF? -4, 

The multi-stage DCF formula is shown in the following equation: 
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Equation 7 

Where: P, = currentstockprice 
Of = dividends expected during stage 1 

K = costofequity 
y1 = yearsof non - constant growth 

On = dividend expected in year n 
gn = constant rate of growth expected after year n 

Q. 
A. 

Q. 
A. 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dividends for each of the sample water utilities using near- 

term and long-term growth rates. Second, Staff calculated the rate (cost of equity) which 

equates the present value of the forecasted dividends to the current stock price for each of 

the sample water utilities. Lastly, Staff calculated an overall sample average cost of 

equity estimate. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on Value Lines’s projected dividends for the next twelve 

months, when available, and on the average dividend growth (g) rate of 4.9 percent, 

calculated in Staffs constant DCF analysis for the remainder of the stage. 
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Q- 
A. 

Q- 
A. 

Q. 
A. 

Q- 
A. 

How did Staff estimate long-term (stage-2) growth? 

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross 

Domestic Product (“GDP”) from 1929 to 20 1 1 .5 Using the GDP growth rate assumes that 

the water utility industry is expected to grow at the same rate as the overall economy. 

What is the historical GDP growth rate that Staff used to estimate stage-2 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

What is Staff3 multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.5 percent, as shown in Schedule JAC-3. 

What is Staff3 overall DCF estimate for the sample utilities? 

Staffs overall DCF estimate is 8.8 percent. Staff calculated the overall DCF estimate by 

averaging the constant growth DCF (8.0%) and multi-stage DCF (9.5%) estimates, as 

shown in Schedule JAC-3. 

Capital Asset Pricing Model 

Q. Please describe the CAPM. 

A. The CAPM is used to determine the prices of securities in a competitive market. The 

CAPM model describes the relationship between a security’s investment risk and its 

market rate of return. Under the CAPM, an investor requires the expected return of a 

security to equal the rate on a risk-free security plus a risk premium. If the investor’s 

expected return does not meet or beat the required return, the investment is not 

economically justified. The model also assumes that investors will sufficiently diversify 

’ www.bea.doc.gov. 
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their investments to eliminate any non-systematic or unique: risk.6 In 1990, Professors 

Harry Markowitz, William Sharpe, and Merton Miller earned the Nobel Prize in 

Economic Sciences for their contribution to the development of the CAF'M. 

Q. 

A. 

Q. 
A. 

Did Staff use the same sample water utilities in its CAPM and DCF cost of equity 

estimation analyses? 

Yes. 

companies as its DCF cost of equity estimation analysis. 

Staffs CAPM cost of equity estimation analysis uses the same sample water 

What is the mathematical formula for the CAPM? 

The mathematical formula for the CAPM is: 

Equation 8 : 
K = R,+p(R,-R,)  

= risk free rate 

= return on market 
where : R, 

R m  
P = beta 

R, - R, 
K = expected return 

= market risk premium 

The equation shows that the expected return (K) on a risky asset is equal to the risk-free 

interest rate (Rf ) plus the product of the market risk premium (R, - Rf) multiplied by beta 

(p) where beta represents the riskmess of the investment relative to the market. 

The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securities 
market; 3) no transaction costs; 4) no restrictions on short selling or borrowing; 5 )  the existence of a risk-free rate; 
and 6) homogeneous expectations. 
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Q. 
A. 

Q. 

A. 

Q- 
A. 

Q. 
A. 

What is the risk-free rate? 

The risk-free rate is the rate of return of an investment free of default risk. 

What does Staff use as surrogates to represent estimations of the risk-free rates of 

interest in its historical and current market risk premium CAPM methods? 

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of 

interest for the historical market risk premium CAPM cost of equity estimation and the 

current market risk premium CAPM cost of equity estimation. Staff uses the average of 

three (5-, 7-, and 10-year) intermediate-term U.S. Treasury securities’ spot rates in its 

historical market risk premium CAPM cost of equity estimation, and the 30-year U.S. 

Treasury bond spot rate in its current market risk premium CAPM cost of equity 

estimation. Rates on U.S. Treasuries are largely verifiable and readily available. 

What does beta measure? 

Beta is a measure of a security’s price volatility, or systematic risk, relative to the market 

as a whole. Since systematic risk cannot be diversified away, it is the only risk that is 

relevant when estimating a security’s required return. Using a baseline market beta 

coefficient of 1 .O, a security having a beta value less than 1 .O will be less volatile (i.e., less 

risky) than the market. A security with a beta value greater than 1.0 will be more volatile 

(i.e., more risky) than the market. 

How did Staff estimate Vail’s beta? 

Staff used the average of the Value Line betas for the sample water utilities as a proxy for 

the Company’s beta. Schedule JAC-7 shows the YaZue Line betas for each of the sample 

water utilities. The 0.71 average beta coefficient for the sample water utilities is Staffs 
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estimated beta value for Vail. A security with a beta value of 0.71 has less volatility than 

the market. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What is the market risk premium (R, - Rf)? 

The market risk premium is the expected return on the market, minus the risk-free rate. 

Simplified, it is the return an investor expects as compensation for market risk. 

What did Staff use for the market risk premium? 

Staff uses separate calculations for the market risk premium in its historical and current 

market risk premium CAPM methods. 

How did Staff calculate an estimate for the market risk premium in its historical 

market risk premium CAPM method? 

Staff uses the intermediate-term government bond income returns published in the 

Ibbotson Associates’ Stocks, Bonds, Bills, and Inflation 2012 Yearbook to calculate the 

historical market risk premium. Ibbotson Associates calculates the historical risk 

premium by averaging the historical arithmetic differences between the S&P 500 and the 

intermediate-term goveinment bond income returns for the period 1926-20 1 1. Staffs 

historical market risk premium estimate is 7.1 percent, as shown in Schedule JAC-3. 

How did Staff calculate an estimate for the market risk premium in its current 

market risk premium CAPM method? 

Staff solves equation 8 above to amve at a market risk premium using a DCF-derived 

expected return (K) of 12.87 (2.2 + 10.67’) percent using the expected dividend yield (2.2 

percent over the next twelve months) and the annual per share growth rate (1 0.67 percent) 

The three to five year price appreciation is 50%. 1.50°-25 - 1 = 10.67%. 
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that Value Line projects for all dividend-paying stocks under its review8 along with the 

current long-term risk-fiee rate (30-year Treasury note at 3.02 percent) and the market's 

average beta of 1.0. Staff calculated the current market risk premium as 9.85 per~ent ,~  as 

shown in Schedule JAC-3. 

Q. 

A. 

Q. 
A. 

VII. 

Q. 

A. 

What is the result of Staff's historical market risk premium CAPM and current 

market risk premium CAPM cost of equity estimations for the sample utilities? 

Staffs cost of equity estimates are 6.3 percent using the historical market risk premium 

CAPM and 10.0 percent using the current market risk premium CAPM. 

What is Staff's overall CAPM estimate for the sample utilities? 

Staffs overall C U M  cost of equity estimate is 8.2 percent which is the average of the 

historical market risk premium CAPM (6.3 percent) and the current market risk premium 

CAPM (10.0 percent) estimates, as shown in Schedule JAC-3. 

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS 

What is the result of Staffs constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. The result of 

Staffs constant-growth DCF analysis is as follows: 

k = 3.1% + 4.9% 

k = 8.0% 

January 25, 2013 issue date. 
12.87% = 3.02% + (1) (9.85%). 

8 
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Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 

8.0 percent. 

Q. 

A. 

Q. 
A. 

- .. 

What is the result of Staff's multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of  Staffs multi-stage DCF analysis. 

Staffs multi-stage DCF analysis is: 

The result of 

Company Equity Cost 
Estimate (k) 

American States Water 9.0% 
California Water 9.8% 
Aqua America 9.0% 
Connecticut Water 9.7% 
Middlesex Water 10.3% 
S J W  Corp 9.2% 

Average 9.5% 

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.5 

percent. 

What is Staff's overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample utilities is 8.8 percent. 

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant 

growth DCF (8.0 percent) and Staffs multi-stage DCF (9.5 percent) estimates, as shown 

in Schedule JAC-3. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

What is the result of Staffs historical market risk premium CAPM analysis to 

estimate of the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the historical risk 

premium estimate. The result is as follows: 

k = 1.3% + 0.71 * 7.1% 

k = 6.3% 

Staffs CAPM estimate (using the historical market risk premium) of the cost of equity to 

the sample water utilities is 6.3 percent. 

What is the result of Staffs current market risk premium CAPM analysis to 

estimate the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the current market risk 

premium estimate. The result is: 

k = 3.0% + 0.71 * 9.8% 

k = 10.0% 

Staffs CAPM estimate (using the current market risk premium) of the cost of equity to the 

sample water utilities is 10.0 percent. 

What is Staff's overall CAPM estimate of the cost of equity for the sample utilities? 

Staffs overall CAPM estimate for the sample utilities is 8.2 percent. Staffs overall 

CAPM estimate is the average of the historical market risk premium CAPM (6.3 percent) 
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and the current market risk premium CAPM (10.0 percent) estimates, as shown in 

Schedule JAC-3. 

Q. 
A. 

VIII. 

Q- 
A. 

Q. 

A. 

Please summarize the results of Staffs cost of equity analysis for the sample utilities. 

The following table shows the results of Staffs cost of equity analysis: 

Table 2 

Method Estimate 
Average DCF Estimate 8.8% 

Overall Average 8.5% 
Average CAPM Estimate 8.2% 

Staffs average estimate of the cost of equity to the sample water utilities is 8.5 percent. 

FINAL COST OF EQUITY ESTIMATES FOR VAIL 

Please compare Vail’s capital structure to that of the six sample water companies. 

The average capital structure for the sample water utilities is composed of 48.4 percent 

equity and 51.6 percent debt, as shown in Schedule JAC-4. Vail’s capital structure is 

composed of 100.0 percent equity and 0.0 percent debt. In this case, since Vail’s capital 

structure is less leveraged than that of the average sample water utilities’ capital structure, 

its stockholders bear less financial risk than the sample water utilities. 

Does Vail’s reduced financial risk affect its cost of equity? 

Yes. As previously discussed, financial risk is a component of market risk and investors 

require compensation for market risk. Since Vail’s financial risk is less than that of the 

average sample water companies, its cost of equity is lower than that of the sample water 

companies. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Is Staff recommending a downward financial risk adjustment to Vail’s cost of equity 

in recognition of the Company having less exposure to financial risk than the sample 

water utilities? 

No. Because Vail does not have access to the capital markets, Staff is not recommending 

a downward financial risk adjustment to the Company’s cost of equity. 

Does Staff have established criteria for determining when to apply a downward 

financial risk adjustment? 

Yes. Staff normally applies two criteria in assessing whether application of a downward 

financial risk adjustment is appropriate. The first consideration is whether the utility has a 

reasonably economical capital structure. Staff considers a capital structure composed of 

no more than 60 percent equity to meet this condition. If equity exceeds 60 percent, as it 

does for Vail, Staff considers application of a downward financial risk adjustment to be 

appropriate if the utility meets the second criteria. The second condition is whether the 

utility has access to equity capital markets. As noted above, Vail does not have access to 

the equity capital markets; accordingly, Staff does not recommend a downward financial 

risk adjustment to the Company’s cost of equity. 

Did Staff consider factors other than the results of its technical models in its cost of 

equity analysis? 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an Economic Assessment Adjustment to the cost of 

equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward Economic 

Assessment Adjustment, as shown in Schedule JAC-3. 
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Q. 
A. 

IX. 

Q. 
A. 

X. 

Q. 
A. 

What is Staffs ROE estimate for Vail? 

Staff determined a COE estimate of 8.5 percent for Vail based on cost of equity estimates 

for the sample companies of 8.8 percent for the DCF and 8.2 percent for the CAPM. Staff 

recommends adoption of a 60 basis point upward Economic Assessment Adjustment 

resulting in a 9.1 percent Staff-recommended ROE, as shown in Schedule JAC-3. 

RATE OF RETURN RECOMMENDATION 

What overall rate of return did Staff determine for Vail? 

Staff determined a 9.1 percent ROR for the Company, as shown in Schedule JAC-1 and 

the following table: 

Table 3 

Weighted 
Weight Cost Cost 

Long-term Debt 0.0% 0.0% 0.0% 
Common Equity 100.0% 9.1% 9.1% 

Overall ROR 9.1% 

STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MR. 

THOMAS J. BOURASSA 

Please summarize Mr. Bourassa’s analyses and recommendations. 

Mr. Bourassa recommends a 10.40 percent ROE based on estimates derived from two 

constant growth DCF analyses, two CAPM analyses, and two Build-up risk premium 

models designed as a check for reasonableness to his DCF and CAPM results, using a 

proxy sample of six publicly-traded water companies. He proposes a capital structure 

consisting of 0.0 percent long-term debt and 100.0 percent equity. Mr. Bourassa’s 

recommended ROE includes a downward 120 basis point financial risk adjustment, and an 

. ‘  
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upward 100 basis point small company risk premium. His overall recommended rate of 

return for the Company is 10.4 percent. 

For purposes of his constant growth DCF analyses, Mr. Bourassa gives a 50 percent 

weight to the estimates derived from his primary Future Growth DCF model and a 50 

percent weight to the estimates derived from his Past and Future Growth DCF model; 

thus, effectively providing an overall 75 percent weight to the results obtained from his 

Future Growth DCF. In his primary Future Growth DCF model, Mr. Bourassa relies 

exclusively on analysts' forecasts for EPS growth to estimate the dividend growth (g) 

component. In his Past and Future Growth DCF model, Mr. Bourassa estimates his 

dividend growth (g) rate by giving 50 percent weight to historical measures of growth in 

annual share price, BVPS, EPS and DPS over a five-year period, and 50 percent weight to 

the dividend growth rate obtained from his primary Future Growth DCF model (See TJB 

Schedule D-4.4). For purposes of calculating the current dividend yield (DoPo) in each of 

his two constant growth DCF models, Mr. Bourassa claims to use a spot price date of July 

10, 2012 for the current market price (PO) of each sample company.'o However, a check 

of market trading prices for each of his sample companies on that date suggests he has 

understated the current market price (PO) for all sample companies except one. 

For purposes of his CAPM analyses, Mr. Bourassa presents estimates based upon both 

historical and current market risk premia. In both, however, he uses a 3.2 percent 

forecasted risk free (Rf ) rate based, in part, upon estimates from Value Line and Blue 

Chip Consensus Forecasts for the 30-year long-term Treasury yield covering the period, 

2012-2013 (See TJB Schedule D-4.10). In his Current Market Risk Premium CAPM 

model, Mr. Bourassa calculates a DCF-derived market risk premium (R, - Rf), using as 

lo  Direct Testimony of Thomas J. Bourassa, p. 29, lines 19-21; and TJB Schedule D-4.7, footnote 1. 
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inputs Value Line’s current dividend yield and 3-5 year price appreciation projection for 

the 1700 stocks under its review (See TJB Schedule D-4.11). 

Q. 

A. 

Q. 

A. 

Does Staff have any comments on Mr. Bourassa’s sole reliance on analysts’ forecasts 

of EPS growth rates to estimate dividend growth rate (g) in his Future Growth DCF 

analysis? 

Yes. Exclusive reliance on analysts’ forecasts of earnings growth to forecast DPS is 

inappropriate because it assumes that investors do not look at other relevant infomation 

such as historical dividend and earnings growth. Generally, analysts’ forecasts are known 

to be overly optimistic. Sole use of analysts’ forecasts to calculate the expected dividend 

growth rate, (g), serves to inflate that component of the DCF model and, consequently, the 

estimated cost of equity. The appropriate growth rate to use in the DCF model is the 

dividend growth rate expected by investors, not by analysts. Investors are assumed to be 

rational, and as such will want to take into consideration all relevant available information 

prior to making an investment decision. Therefore, it is reasonable to assume that 

investors would consider both historical measures of past growth, as well as analysts’ 

forecasts of future growth. 

Does the narrative of Mr. Bourassa’s Direct Testimony state the fact that he relies 

exclusively on analysts’ forecasts of EPS growth to estimate the expected dividend 

growth rate (g) in his Future Growth DCF model? 

No. Mr. Bourassa states only that “I have used analyst growth forecasts, where 

available,”” and that “I use as a primary estimate of growth analysts’ forecasts of 

gr~wth.”’~ Only when referring to TJB Schedule D-4.6 does one learn that he has relied 

exclusively on analysts’ forecasts of EPS growth to estimate (g). 

I ’  Direct testimony of Mr. Thomas J. Bourassa, page 30, lines 1-2. 
l2  Direct testimony ofMr. Thomas J. Bourassa, page 30, lines 13-14. 
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Q- 

A. 

Does Staff have evidence to support its assertion that exclusive reliance on analysts' 

forecasts of earnings growth in the DCF model would result in inflated cost of equity 

estimates? 

Yes. Experts in the financial community have commented on the optimism in analysts' 

forecasts of future earnings.l3 A study cited by David Dreman in his book Contrarian 

Investment Strategies: The Next Generation found that Value Line analysts were 

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period. 

Another study conducted by David Dreman found that between 1982 and 1997, analysts 

overestimated the growth of earnings of companies in the S&P 500 by 188 percent. 

Burton Malkiel, of Princeton University, conducted a study of the 1- and 5-year earnings 

forecasts made by some of the most respected names in the investment business. His 

results showed that when compared with actual earnings growth rates, the 5-year forecasts 

made by professional analysts were far less accurate than estimates derived from several 

naive forecasting models, such as the long-run growth rate in national income. In the 

following excerpt from his book, A Random Walk Down Wall Street, Professor Malkiel 

discusses the results of his study: 

When confronted with the poor record of their five-year growth 
estimates, the security analysts honestly, if sheepishly, admitted 
that five years ahead is really too far in advance to make reliable 
projections. They protested that although long-term projections 
are admittedly important, they really ought to be judged on their 
ability to project earnings changes one year ahead. Believe it or 
not, it turned out that their one-year forecasts were even worse than 
their five-year projections. 

l 3  See Seigel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 100. 
Contrarian Investment Stratepies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel, 
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175. 
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Camer 
Bureau), FCC Docket 79-63, p. 95. 

Dreman, David. 



1 
2 
3 
4 

t 

E 
s 

1C 

11 

1; 

1: 

I‘ 

1: 

1t 

1‘ 

1I 

l! 

2( 

2 
2: 
2: 
21 
2: 
2( 
2’ 
2: 

< 

r 

I 

Direct Testimony of Join A Cassidy 
Docket No. W-O1651B-12-0339 
Page 38 

The analysts fought back gamely. They complained that it was 
unfair to judge their performance on a wide cross section of 
industries, because earnings for high-tech firms and various 
“cyclical” companies are notoriously hard to forecast. “Try us on 
utilities, ” one analyst conJidently asserted. At the time they were 
considered among the most stable group of companies because of 
government regulation. So we tried it and they didn ’t like it. Even 
the forecasts for  the stable utilities were far off the mark.I4 
(Emphasis added) 

Q. 
A. 

Q. 
A. 

Are investors aware of the problems related to analysts’ forecasts? 

Yes. In addition to books, there are numerous published articles appearing in The Wall 

Street Journal and other financial publications that cast doubt on the accuracy of research 

analysts’  forecast^.'^ Investors, being keenly aware of these inherent biases in forecasts, 

will use other methods to assess future growth. 

Should DPS growth be considered in a DCF analysis? 

Yes. As previously stated in Section VI of this testimony, the current market price of a 

stock is equal to the present value of all expected future dividends, not future earnings. 

Professor Jeremy Siege1 from the Wharton School of Finance stated: 

Note that the price of the stock is always equal to the present value 
of all future dividends and not the present value of future earnings. 
Earnings not paid to investors can have value only if they are paid 
as dividends or other cash disbursements at a later date. Valuing 
stock as the present discounted value of future earnings is 
manifestly wrong and greatly overstates the value of the firm.16 

. 1 4  Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 
l 5  See Smith, Randall & Craig, Suzanne. “Big Firms Had Research Ploy: Quiet Payments Among Rivals.” The Wall 
Street Journal. April 30, 2003. Brown, Ken. “Analysts: Still Coming Up Rosy.” The Wall Street Journal. January 
27, 2003. p. C1. K a h n ,  Craig. “Profit Forecasts Become Anybody’s Guess.” The Wall Street Journal. January 
21, 2003. p. C1. Gasparino, Charles. “Merrill Lynch Investigation Widens.” The Wall Street Journal. April 11, 
2002. p. C4. Elstein, Aaron. “Earnings Estimates Are All Over the Map.” The Wall Street Journal. August 2 ,  
2001. p. C1. Dreman, David. “Don’t Count on those Earnings Forecasts.” Forbes. January 26, 1998. p. 110. 
l6  Seigel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. P. 93. 
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For valuation purposes, therefore, earnings paid out in the form of a dividend have 

paramount relevancy to investors. Dividends, unlike earnings, can not be manipulated or 

overstated. Thus, historical DPS growth should receive appropriate consideration when 

estimating the market cost of equity in the DCF model. 

Q. 

A. 

Q- 

A. 

Q. 

A. 

Does Staff have reason to believe that Mr. Bourassa has overstated the current 

dividend yield (DoPo) component in each of his two constant growth DCF models? 

Yes. In his testimony, Mr. Bourassa states that he used a spot price date of July 10, 2012 

to obtain current market (PO) prices for each of his six sample companies. Without 

exception, however, a check of market trading prices for that date reveal that the spot 

prices presented in TJB Schedule D-4.7 do not fall within the actual July 10, 2012 trading 

range for any of Mr. Bourassa’s sample companies, and that with one exception ( S J W  

Corporation), the current market (PO) price displayed for each sample company has been 

understated. 

What affect does an understated current market (PO) price have upon the calculation 

of a current dividend (Do/Po) yield? 

Because the (PO) value is in the denominator of the current dividend (DODO) yield 

equation, an understatement to (PO) results in an overstatement to (Do/Po). 

Does an overstatement to the current dividend @o/Po) yield flow through to the 

calculation of next year’s expected dividend  PO) yield in the DCF model? 

Yes, and the overstatement to the expected dividend yield .is magriified, as (D1/Po) 

represents the current dividend yield (DoPo) multiplied by the quantity (I + g). 

Furthermore, this magnified overstatement to (Dl/Po) ultimately flows through to the 

estimate to be derived for the cost (k) of equity from the DCF model. 
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Q- 

A. 

Q. 

A. 

Q. 

A. 

Did Staff endeavor to quantify the magnitude of the overstatement to Mr. Bourassa’s 

DCF cost of equity estimates stemming from the understatement of his July 10,2012 

spot prices (Po)? 

Yes, Staff has prepared two Exhibits with which to do so. In Exhibit JAC-A, Staff 

presents corrections to TJB Schedule D-4.7, demonstrating that Mr. Bourassa’s 

understated July 10, 20 12 spot (PO) prices led to an overstatement of his current dividend 

(DoPo) yield of 17.4 basis points. In Exhibit JAC-B, Staff presents corrections to TJB 

Schedule D-4.8, and demonstrates that Mr. Bourassa’s 17.4 basis point overstatement to 

the current dividend (DoPo) yield ultimately resulted in a 20 basis point overstatement to 

both the expected dividend ( D ~ P o )  yield and his DCF estimate for the market cost (k) of 

equity. (Please refer to Staff Exhibits JAC-A and JAC-B for details, as well as the written 

observation accompanying each.) 

How does Mr. Bourassa calculate the expected dividend growth (g) rate used in his 

Past and Future Growth DCF model? 

Mr. Bourassa estimates the expected dividend growth rate by providing 50 percent weight 

to historical measures of growth in average annual share price, book value per share, 

earnings per share and dividends per share for his sample companies over a five-year 

period and 50 percent weight to the average of analysts’ forecasts for EPS growth used in 

his Future Growth DCF (See TJB Schedule D-4.4). 

Does Staff have any comment on Mr. Bourassa’s use of growth in average annual 

share price to estimate the expected dividend growth (8) component in his Past and 

Future Growth DCF model? 

Yes. In and of itself, share price appreciation is not a determinant of dividend growth, and 

for this reason Staff considers its use as a growth parameter to be inappropriate. However, 

. ‘  
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as Mr. Bourassa has utilized it as a parameter by which to estimate dividend growth, Staff 

would point out that in both his five- and ten-year historical growth DCF analyses, share 

price growth has exceeded that of dividend growth. Specifically, in his five-year historical 

growth analysis (See TJB Schedule D-4.4), average share price growth (4.19%) exceeded 

average DPS growth (3.33%) by 25.8 percent (((.0419/.0333) - 1) = 25.8%), and in his 

ten-year historical growth analysis (See TJB Schedule D-4.5), average share price growth 

(5.27%) exceeded average DPS growth (3.08%) by 71.1 percent (((.0527/.0308) - 1) = 

7 1.1 %). 

Q. 

A. 

As it relates to the cost of equity, what is the significance of Mr. Bourassa’s sample 

water companies having experienced share price growth in excess of DPS growth 

over both the last five- and ten-year periods? 

Simply stated, it is an indication that the cost of equity for publicly-traded water utilities 

has fallen over each of the last 5 and 10 year periods. When the market price per share of 

common stock for a given fm rises faster than does the dividend paid on a per share 

basis, the dividend yield falls. As dividend yields fall, investors pay more for an 

equivalent unit of return on their investment, resulting in a lower cost of equity. Markets 

are efficient, and because prices for publicly traded stocks can rise only if investors are 

willing to bid up the share price, when share price growth exceeds DPS growth over a 

five- or ten-year period, the willingness of investors to continue to bid up share prices is 

reflective of investor expectations that market returns have fallen. Thus, Mr. Bourassa’s 

use of share price growth increases his cost of equity estimate at a time when share price 

growth actually reflects a decrease in cost of equity. This incongruous outcome is the 

result of choosing an inappropriate parameter for dividend growth ifi the DCF model. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Turning to Mr. Bourassa’s CAPM analyses, does Staff agree with his use of a 

forecasted risk-free interest rate? 

No. The appropriate risk-fiee interest rate to be used is the current rate borne by investors 

in the market. Use of a forecasted risk-free rate only serves to overstate the estimated 

market cost of equity. 

What risk-free rate does Mr. Bourassa use in his CAPM analyses? 

In both his historical and current market risk premia CAPM analyses, Mr. Bourassa uses a 

forecasted risk-free rate (Rf ) based, in part, upon estimates fiom Value Line and Blue 

Chip Consensus Forecasts for the 30-year long-term Treasury yield covering the period, 

2012-2013. The forecasted rate used by Mr. Bourassa in his CAPM analyses is 3.2 

percent. At present, the current 30-year long-term Treasury yield is 3.0 percent, 

suggesting that he has overstated the risk-free rate in his CAPM analysis by 20 basis 

points. 

For purposes of his Current Market Risk Premium CAPM analysis, how does Mr. 

Bourassa compute the current market risk premium (R, - Rf) component? 

As shown in TJB Schedule D-4.11 , Mr. Bourassa computes a DCF-derived current market 

risk premium utilizing as inputs the average current dividend yield and 3 to 5 year price 

appreciation potential growth rate projected for the 1700 stocks under its review. A 

review of TJB Schedule D-4.11 shows that Mr. Bourassa’s recommended dividend yield 

(DoPo) is 2.74 percent, and that his recommended growth (8) rate based upon Value 

Line’s 3-5 year price appreciation potential is 16.64 percent (See TJB Schedule D-4;11, 

footnotes 1 and 3). However, this Value Line dividend yield is currently 2.2 percent (not 

2.74%), and a growth rate based upon Value Line’s projected 3-5 year current price 

appreciation of 50 percent would translate into an annual compound growth rate of 10.67 
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percent (not 16.64%). Accordingly, Mr. Bourassa’s computation has significantly 

overstated the current market risk (R, - Rf) premium in his Current Market Risk Premium 

CAPM. 

Q. 

A. 

XI. 

Q. 
A. 

Does Staff have any comment regarding Mr. Bourassa’s proposed 100 basis point 

small company risk premium? 

Yes. The Commission previously ruled in Decision No. 6428217 for Arizona Water that 

firm size does not warrant recognition of a risk premium stating, “We do not agree with 

the Company’s proposal to assign a risk premium to Arizona Water based on it size 

relative to other publicly traded water utilities.. . .” The Commission confirmed its 

previous ruling in Decision No. 6472718 for Black Mountain Gas agreeing with Staff that 

“the ‘firm size phenomenon’ does not exist for regulated utilities, and that therefore there 

is no need to adjust for risk for small firm size in utility regulation.” All companies have 

firm-specific risks; therefore, the existence of unique risks for a company does not lead to 

the conclusion that its total risk is greater than other entities. Moreover, as previously 

discussed, investors cannot expect compensation for firrn-specific risk since it can be 

eliminatcd through diversification. 

CONCLUSION 

Please summarize Staff‘s recommendations. 

Staff recommends that the Commission adopt an 9.1 percent overall rate of return for the 

Company based on a capital structure composed of 0.0 percent debt and 100.0 percent 

equity, Staffs 8.5 percent cost of equity estimate, and Staffs 60 basis point (0.6 percent) 

upward economic assessment adjustment. 

” Dated December 28,2001. 
Dated April 17, 2002. 18 
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Q. 

A. Yes ,  it does. 

Does this conclude your Direct Testimony? 
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EXECUTIVE SUMMARY 
VAIL WATER COMPANY 

DOCKET NO. W-01651B-12-0339 

Conclusions 

A. 

B. 

C. 

D. 

E. 

The Arizona Department of Environmental Quality reported no deficiencies and has 
determined that Vail Water Company’s (“Company”) system, PWS No. 10-041, is 
currently delivering water that meets the water quality standards required by 40 C.F.R. 
141 and Arizona Administrative Code, Title 18, Chapter 4. 

The Company is located in the Arizona Department of Water Resources’ (“ADWR’) 
Tucson Active Management Area and ADWR reported the Company’s system is in 
compliance with its requirements governing water providers andor community water 
systems. 

According to the Arizona Corporation Commission Utilities Diyision Compliance 
Section, the Company had no delinquent compliance issues. 

The Company has a Commission approved curtailment tariff. 

The Company has a Commission approved backflow prevention tariff. 

Recommendations 

1. Staff recommends the removal of Well No. 6 totaling to $268,743 from the plant-in- 
service because this Well No. 6 is considered excess capacity in this rate proceeding. 

2. Staff recommends the removal of identified plant facilities totaling to $281,388 fiom the 
plant-in-service because these plant items no longer exist and are not used and useful in 
this rate proceeding. 

3. Staff recommends an annual water testing expense of $13,667 be adopted for this 
proceeding. h the next rate case filing, the Company should submit a comparison of 
what its total estimated water testing expense would be as a participant in MAP compared 
to a non-participate in MAP with consideration of all waiversireduced monitoring for all 
applicable contaminants. 

4. Staff recommends that the Company file with Docket Control, as a compliance item in 
this docket, within 90 days of the effective date of a decision in this proceeding, at least 
seven Best Management Practices (“BMPs”) in the form of tariffs that substantially 
conform to the templates created by Staff for Commission review and approval. These 
BMP templates are available on the Commission’s website. The Company may request 



cost recovery of the actual costs associated with the implemented BMPs in its next 
general rate application. 

5. Staff recommends that the Company use Staffs current recommended water depreciation 
rates by individual National Association of Regulatory Utility Commissioners category as 
shown in TabIe 1-1. 

6. Staff recommends approval of the proposed service line and meter installations charges 
as shown in Table J- 1. 

7. Staff finds the Company’s proposed Central Arizona Water Project appropriate and its 
estimated cost of $1,956,321 to be reasonable. Since this project is currently under 
construction, the project should not be included in rate base because it is not used and 
useful. 

8. Staff recommends that the Company continue to monitor its water system closely and 
take action to ensure that water loss remains less than 10 percent in the future. If the 
water loss at any time before the next rate case is greater than 10 percent, the Company 
shall develop a plan to reduce water loss to less than 10 percent, or prepare a report 
containing a detailed analysis and explanation demonstrating why a water loss reduction 
to 10 percent or less is not feasible or cost effective. Such a report shall be docketed in 
this case. 
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INTRODUCTION 

Q .  
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, place of employment and job title. 

My name is Marlin Scott, Jr. My place of employment is the Arizona Corporation 

Commission (“Commission” or “ACC”), Utilities Division, 1200 West Washington Street, 

Phoenix, Arizona 85007. My job title is Utilities Engineer. 

How long have you been employed by the Commission? 

I have been employed by the Commission since November 1987. 

Please list your duties and responsibilities. 

As a Utilities Engineer, specializing in water and wastewater engineering, my 

responsibilities include: the inspection, investigation, and evaluation of water and 

wastewater systems; preparing reconstruction cost new andor original cost studies, cost of 

service studies and investigative reports; providing technical recommendations and 

suggesting corrective action for water and wastewater systems; and providing written and 

oral testimony on rate applications and other cases before the Commission. 

How many cases have you analyzed for the Utilities Division? 

I have analyzed approximately 58 1 cases covering various responsibilities for the Utilities 

Division. 

Have you previously testified before this Commission? 

Yes, I have testified in 91 proceedings before this Commission. 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

What is your educational background? 

I graduated from Northern Arizona University in 1984 with a Bachelor of Science degree 

in Civil Engineering Technology. 

Briefly describe your pertinent work experience. 

Prior to my employment with the Commission, I was Assistant Engineer for the City of 

Winslow, Arizona, for about two years. Prior to that, I was a Civil Engineering 

Technician with the U.S. Public Health Service in Winslow for approximately six years. 

Please state your professional membership, registrations, and licenses. 

I am a member of the National Association of Regulatory Utility Commissioners’ Staff 

Subcommittee on Water. 

PURPOSE OF TESTIMONY 

Q. Were you assigned to provide the Utilities Division Staff (“Staff”) engineering 

analysis and recommendation for the Vail Water Company (“Company”) in this 

proceeding? 

Yes. I reviewed the Company’s application, and responses to data requests, and inspected 

its water system on December 27, 2012. This testimony and its attachment present Staffs 

engineering evaluation. 

A. 

ENGINEERING REPORT 

Q. 

A. 

Please describe the attached Engineering Report, Exhibit MSJ. 

The attached Exhibit MSJ presents the details and analyses of Staffs findings for the 

Company’s water system. (1) a 

description of the water system, (2) water use, (3) growth, (4) plant-in-service 

Exhibit MSJ contains the following major topics: 
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adjustments, ( 5 )  compliance with the rules of the Arizona Department of Environmental 

Quality, Arizona Department of Water Resources, and the ACC, (6) depreciation rates, (7) 

service line and meter installation charges, (8) Central Arizona Project issues, and (8) 

tariff filings. 

My conclusions and recommendations from the Engineering Report are contained in the 

“Executive Summary”, above. 

Q. 
A. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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I WellNo. 1 mE” 1 Pump 1 Flow, GPM 

Engineering Report for Vail Water Company 

Docket No. W-0165lB-12-0339 (Rates) 

February 25,2013 

Casing Size Meter Year 1 Size 1 Drilled 1 &Depth 

A. LOCATION OF VAIL WATER COMPANY (“COMPANY”) 

3 
5 
6 

The Company provides water service to the community of Vail which is located 
approximately 15 miles southeast of Tucson. Figure A-1 shows the location of the Company 
within Pima County and Figure A-2 shows the approximate 15.8 square-miles of certificated 
area. 

55-625703 100-Hp turbine 600 l2”x  614’ 8” 1974 
55-087814 300-Hp turbine 975 14” x 924’ 8” 1981 
55-087817 200-Hp turbine 700 14” x 759’ 8” 1981 

B. DESCRIPTION OF WATER SYSTEM 

55-087816 

This water system was field inspected on December 27, 2012, by Arizona Corporation 
Commission (“ACC” or “Commission”) Staff member Marlin Scott, Jr., in the accompaniment 
of Manny Oros, representing the Company. The current operation of this water system covers 
nine different pressure zones that consist of four wells, seven storage tanks, seven booster 
systems and a distribution system serving approximately 3,900 service connections during the 
test year ending December 201 1. Figure A-3 shows a system schematic of the water system. A 
detailed plant facility description is as follows: 

300-Hp turbine 1,200 14” x 845’ 1073 1981 

Total: 3,475 GPM 

Table 1. Well Data 

Notes: All wells have pellet chlorination systems and 5,000 gallon surge tanks. 
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Table 2. Storage Tanks 

Capacity Location 

600,000 I 1 I I-Zone Reservoir 
550,000 I 1 I I-Zone Reservoir 

I to J Zone Booster Site 

3380 Booster Site 

Well #3 

Sundown Booster Site 

Andrada Booster Site 

Shasta Booster Site 

~ ~~~~ 

Agassiz Booster Site 

Table 3. Pumping Facilities 

Booster Systems 

40, 20 & 10-Hp boosters with 
two 5,000 gallon surge tanks. 

30,30 & 20-Hp boosters with 
two 5,000 gallon surge tanks. 

Two 25-Hp booster pumps with 
5,000 gallon pressure/surge tank 

50, 50 & 20-Hp boosters and 
5,000 gallon surge tank. 

20 & 25-Hp transfer boosters to 
lift to Andrada Booster Site 

40,30 & 20-Hp boosters with 
5,000 gallon surge tank. 

30,20 & 10-Hp boosters with 
two 5,000 gallon surge tanks. 

60, 25 & 15-Hp boosters with 
5,000 gallon surge tank 

Storage Tanks 
(From Table 2 above) 

100,000 gallon storage tank 

500,000 gallon storage tank 
(100,000 gallon storage tank 

- out of service for 
maintenance) 

500,000 gallon storage tank 

290,000 gallon storage tank 
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Size 

518 x 314-inch 
314-inch 

Table 4. Water Mains 

Quantity 

3,708 
103 

II 6-inch I PVC I 126,215 
I ACP I 26,426 'L 

DIP 7,983 
8 -inch PVC 160,008 

ACP 3,522 

" 

" 

I DIP I 1,618 " II 
1 O-inch PVC 8,067 

ACP 8,454 
DIP 88 

12-inch PVC 93.459 

LL 

" 

I ACP I 12,894 L L  II 
DIP 2,864 " 

507,678 feet 
or 96.15 miles Total: 

Table 5 .  Customer Meters 

1- inch 
1-112-inch 

2-inch 

4-inch 
6-inch I 

Total: 3,899 
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Table 6. Fire Hydrants 

Size I Quantity 1 
I Standard I 42 1 I 
1 

Table 7. Structures and Operation Equipment 

Booster Sites 

All Sites 1 
Office I 

Structures & Treatment Equipment 

#3 - 120 ft. by 120 ft. of chain link fencing (“CLF”). 
#5 - 100 ft. by 100 ft. of block fencing. 

#8 - 100 ft. by 100 ft. of block fencing. 
I to J - 100 ft. by 100 ft. block fencing. 
3380 - 60 ft. by 60 ft. block fencing. 
Sundown - 225 ft. by 225 ft. of blocWCLF. 
Andrada - 150 ft. by 150 ft. of CLF. 
Shasta - 50 ft. by 100 ft. of CLF. 
Agassiz - 150 ft. by 200 ft. of CLF. 

Equipped with radio-telemetry. 

#6 - 75 ft. by 120 ft. of CLF. 

57 ft. by 35 ft. steel building 

System Modifications 

Since the last rate case in 1999, the Company has addedreplaced more than $18 million 
of new plant primarily with Advances in Aid of Construction. These system modifications 
included the addition or upgrades of wells, storage tanks, booster systems and water mains. 

C. WATERUSE 

Water Sold 

Based on the information provided by the Company, water use for the test year ending 
December 2011 is presented in Figure C-1. The customer consumption experienced a high 
monthly average water use of 305 gallons per day (“GPD”) per connection in June and a low 
monthly average water use of 190 GPD per connection in December for an average annual use of 
244 GPD per connection. 
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Non-Account Water 

Non-account water should be 10 percent or less. The Company reported 382,210,000 
gallons pumped and 344,580,000 gallons sold during the test year, resulting in a difference of 9.8 
percent. This 9.8 percent is within the acceptable limit of 10 percent. The Company should 
closely monitor its water loss to ensure that it remains below 10 percent. 

Staff recommends that the Company continue to monitor its water system closely and 
take action to ensure that water loss remains less than 10 percent in the future. If the water loss 
at any time before the next rate case is greater than 10 percent, the Company shall develop a plan 
to reduce water loss to less than 10 percent, or prepare a report containing a detailed analysis and 
explanation demonstrating why a water loss reduction to 10 percent or less is not feasible or cost 
effective. Such a report shall be docketed in this case. 

System Analysis 

The water system serves nine different pressure zones within the 15.8 square-miles of 
certificated areas. Given its current well capacity of 3,475 GPM and storage capacity of 2.64 
million gallons, it appears the system has excessive well capacity to serve the present customer 
base and reasonable growth. 

Using the Company’s 2011 test year data, the Company reported its highest peak use 
month as June with 35,693,000 gallons sold to 3,895 customers. Based on this data, Staff 
estimates the average daily demand during this peak month to be 305 GPD per connection for 
evaluating storage capacity sufficiency. For well capacity evaluation, Staff used.0.27 GPM per 
connection (=305 x 1.25 factor / 1440) for the peak day demand. Using these factors, Staff 
determined that: 

1. The total well capacity totaling 3,475 GPM could adequately serve approximately 12,870 
connections (=3,475 / 0.27). This total well capacity is excessive for the test year 
customer base of approximately 3,900 connections. 

2. The storage capacity totaling 2,640,000 gallons, minus the fire flow requirement (1,500 
GPM at 2 hours = 180,000 GPD), could adequately serve up to approximately 8,065 
connections ((=2,640,000 - 180,000) / 305). Staff does not consider this current storage 
capacity excessive because of the location of the storage tanks that serve peak day 
demand with fire flow requirements throughout the nine different pressure zones in the 
1 5.8 square-mile service area. 

3. Figure D-1 shows a growth projection from the test year 2011 customer base of 3,900 
connections to approximately 4,450 connections by December 2016. 

To determine which one of the four wells should be excluded from this proceeding, 
Staff’s evaluation consisted of the following: 
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- cost in prior rate case 
- plant additions reported in present rate case 

Total: 

a. 

b. 

1998 $ 91,686 
2003 $ 177,057 

'$ 268,743 

Well No. 3 is located south of one of the railroad tracks where the only 
interconnection is located between the old North and South Systems. If this railroad 
crossing is ever disrupted, Well No. 3 could continue to serve customers in the 
southern area of the system. For this reason, Staff believes Well No. 3 should remain 
in rate base. 

Wells No. 5, No. 6 and No. 8 are all located in the northern area of the water system. 
Since Well No. 6 is the lowest producing well, Staff selected this well for removal 
from this rate case. (See Section E for cost of Well No. 6.) 

D. GROWTH 

Figure D-1 depicts the customer growth using linear regression analysis by using the 
number of customers obtained from annual reports that were submitted to the Commission. At 
the end of December 201 1, the Company had approximately 3,900 customers and is projected to 
have approximately 4,450 customers by 2016. 

E. PLANT-IN-SERVICE ADJUSTMENTS 

Excess Well Capacity 

Based on the above system analysis, Staff posits that the Company's water system has 
excess well capacity and recommends that Well No. 6 not be included in this rate proceeding. In 
the prior rate case under Docket Nos. W-O1651B-99-0351 and U7-01651B-99-0406, the cost of 
Well No. 6 was reported at $91,686. In response to Staffs Data Request MSJ 7.1, the Company 
reported plant improvementsiadditions to Well No. 6 totaling $177,057 .from the last rate case to 
the present rate case as follows: 

Table E-1. Excess Well Capacity 

I 1 I I I 

I 307 I Well#6 

I , I I - 1  

As a result, Staff recommends the removal of Well No. 6 totaling to $268,743 from plant- 
in-service because Well No. 6 is considered excess capacity in this rate proceeding. 

Not Used and Useful Plant 

During its field inspection, Staff used the prior rate case Engineering Report and noted a 
number of plant facilities that were no longer in existence due to system modifications. In 
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I 1 304 I Well #2 - Fencing 

response to Staffs Data Request MSJ 4.1 (as amended on February 18, 2013), the Company 
provided the following list of plant items that need to be retired: 

Year Year Original Total per 

1961 2005 $ 656 
Installed Retired cost Acct. 

Table E-2. Plant Not Used and Useful 

Golos - Fencing 
Patterson - Fencing 
Old Andrada - Fencing 

1980 2004 $ 1,602 
1978 2000 $ 1,322 
1980 2004 $ 1,602 

$ 5.182 
3 11 Well #6 - 75 HP well pump 1981 2003 $ 11,893 

Well #6 - Two 30 HP transferhooster pumps 1981 2003 $ 2,903 
W Ranch -Two 5 HP booster pumps 1989 2004 $ 2,479 
Well 3 - 75 HP well DumD 1980 2006 $ 9,532 
Well #2 - Two 25 HP, one 20 HP & one 15 

Well #2 - 250 gallon surge tank 
HP boosterhansfer pumps 1961 2005 $ 1,531 

1961 2005 $ 426 
Golos - 5 HP booster pump 
Patterson - Two 2 HP booster D ~ D S  

1980 2004 $ 834 
1978 2000 $ 1.141 

Patterson - Three 40 gallon bladder tanks 
Old Andrada - Two 20 HP booster pumps 

Totals: 1 I 1 $281,388 I $281,388 I 

1978 2000 $ 830 
1980 2004 $ 2,344 

Staff recommends removal from plant-in-service the above identified plant facilities 
totaling $281,388 because these plant items no longer exist and are not used and useful in this 
rate proceeding. 

Golos - 3,000 gallon pressure tank 
Old Andrada - 100,000 gallon storage tank 

1980 2004 $ 8,469 
1980 2004 $ 91,556 

Old Andrada - 5,000 gallon pressure tank 
Old Andrada - 3,000 gallon pressure tank 

1980 2002 $ 11,445 
1980 2004 $ 8,469 

$242.293 
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F. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ”) 
COMPLIANCE 

Compliance 

According to an ADEQ Compliance Status Report dated September 27, 2012, ADEQ 
reported no deficiencies and has determined that the Company’s system, PWS No. 10-041, is 
currently delivering water that meets the water quality standards required by 40 C.F.R. 141 and 
Arizona Administrative Code, Title 18, Chapter 4. 

Water Testing Expense 

According to the above ADEQ Compliance Status Report, the Company served a 
population of 11,814 people. According to ADEQ regulations, all public water systems serving 
less than 10,000 people are required to participate in the ADEQ Monitoring Assistance Program 
(“MAP”). Although the Company serves more than 10,000 people, the Company has elected to 
participate in MAP. M A P  samples for regulated inorganicivolatile organicisynthetic organic 
chemicals, asbestos, radionuclides, nitrate, nitrite, sulfate and nickel. MAP does not monitor for 
bacteria, lead & copper or disinfection byproducts. 

The Company reported its water testing expense at $3,906 during the test year. Staffs 
Data Request MSJ 4-7 asked the Company to conduct a water testing exercise comparing 
expenses if the Company participates or does not participate in MAP. Staff found the 
Cornpany’s data request response incomplete and, sent out another data request, MSJ 6.1, as a 
follow-up to MSJ 4-7. Based on the Company’s response to MSJ 6-1, Staff has estimated the 
Company’s water testing expense at $13,667 with participation in MAP as shown in Table E-1. 
Stafi recommends that $13,667 be adopted for this proceeding. In the next rate case filing, the 
Company should submit a comparison of what its total estimated water testing expense would be 
as a participant in MAP compared to a non-participate in MAP with consideration of all 
waiversheduced monitoring for all applicable contaminants. 

G. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

Compliance 

The Company’s water system is located in the Tucson Active Management Area 
On November 16, 2012, ADWR reported that the Company’s system is in (“AMA”). 

compliance with its requirements governing water providers andor community water systems. 

Best Management Practice Tariffs 

According to the ADWR website, the Company is within the Tucson AMA but does not 
participate in ADWR’s Modified Non-Per Capita Conservation Program (“NPCCP”). 

Staff recommends that the Company file with Docket Control, as a compliance item in 
this docket, within 90 days of the effective date of a decision in this proceeding, at least seven 
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BMPs in the form of tariffs that substantially conform to the templates created by Staff for 
Commission review and approval. These BMP templates are available on the Commission’s 
website. The Company may request cost recovery of the actual costs associated with the 
implemented BMPs in its next general rate application. 

H. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

On April 5,  2012, the Utilities Division Compliance Section reported that the Company 
had no delinquent ACC compliance issues. 

I. DEPRECIATION RATES 

In the prior rate case, the Company was granted use of Staffs older depreciation rates by 
individual National Association of Regulatory Utility Commissioners category. In this case, the 
Company is adopting Staffs current typical and customary water depreciation rates. Staff 
recommends that the Company use Staffs current depreciation rates listed in Table 1-1. 

J. SERVICE LINE AND METER INSTALLATION CHARGES 

The Company has requested changes to its service line and meter installation charges. 
Since the Company may at times install meters on existing service lines, it would be appropriate 
for those customers to only be charged for the meter installation. In addition, the Company has 
been installing telemetry units for remote meter reading and is requesting authorization to charge 
an additional $150.00 for each meter installation over and above Staffs recommended typical 
installation charges. Staff recommends approval of the proposed charges shown in Table J-1 and 
these charges would apply to properties not already being served by the Company. 

K. CURTAILMENT TARIFF 

The Company has an approved curtailment tariff on file with the Commission. 

L. BACKFLOW PREVENTION TARIFF 

The Company has an approved backflow prevention tariff on file with the Commission. 

M. OFF-SITE FACILITIES HOOK-UP FEE (“HUF”) TARIFF 

Existing Off-Site HUF Tariff 

The Company has an Off-Site Facilities Hook-Up Fee Tariff, starting at $420.00, that was 
approved by Decision No. 60585, dated January 14, 1998, which was initially applicable only to 
the south system. This tariff was to be applicable to the north system when the north and south 
systems were physically connected. The interconnection of the two systems was completed on 
March 14,2002. Fees collected under this tariff are used to pay for backbone plant such as wells 
and storage tanks. 
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N. CENTRAL ARIZONA PROJECT (“CAP”) ISSUES 

CAP Hook-Up Fee Tariff 

The Company has a CAP Hook-Up Fee Tariff, starting at $1,000, that was approved by 
Decision No. 62450, dated April 14, 2000, which was initially applicable only to the north 
system and would be applicable to the entire system after the interconnection of the north and 
south systems has been completed. The interconnection of the two systems was completed on 
March 14,2002. 

CAP Recovery Fee (Service Charge) 

The Company has a CAP Recovery Fee of $0.32 per 1,000 gallons of usage that was also 
approved by Decision No. 62450. This Recovery Fee was initially applicable only to the north 
system and was to apply to the entire system once the interconnection of the north and south 
systems was completed which occurred on March 14, 2002. The Company is requesting to 
discontinue this Recovery Fee and is seeking approval of a CAP Surcharge Mechanism to 
recover the CAP-related costs for the delivery of CAP water to its service territory. 

Proposed CAP Project 

The Company’s proposed CAP Project includes the delivering of finished CAP water into 
the Company’s service area by connecting to the City of Tucson’s delivery system and 
constructing a booster station and approximately 1.8 miles of transmission main. This CAP 
transmission main will connect to the Company’s existing system near Well No. 5 and the CAP 
water will be further transported through approximately three miles of existing main to the I- 
Zone Reservoir site. The booster station will be constructed to deliver CAP water beginning at 
800 GPM and phased-in up to 1,500 GPM. The proposed CAP Water Project is shown in Table 
N-1 below and Staff finds this project appropriate and its cost reasonable. Since this project is 
currently under construction, the project should not be included in rate base because it is not used 
and useful. 



I 16-inch DIP LF 1.693 $90.50 

I 16-inch valve 
12-inch valve 

EA 3 $5,945 
EA 4 $2.3 15 

Flushing outlet 
Corrosion Test Station 

EA 1 $2,175 
EA 3 $1,725 

Connect to existing system 
Testing 

LS 1 $3,000 
LS 1 $2,500 

I 
~~ ~ 

Sales tax at 7.10% 
Subtotal - Phase I: 

I1 16-inch restrained DIP LF 4.128 $135 
16-inch DIP 
16-inch valve 

LF 3,472 $1 10 
EA 7 $5.800 

12-inch valve 
2-inch air release valve 

EA 3 $4,000 
EA 1 $1,900 

Cathodic protection 
Subtotal - Mains: 

LS 1 $18,000 
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Table N- 1. C A P  Project 

Amount 7 I I I I I 1 Phase I CAP Project - Plant Items 1 Unit I Quantity I UnitPrice 
1 

I I I I I I Enpineering (actual cost) 
Easements (actual cost) 
Legal (actual cost) 

I I Field Survey (actual cost) I I I 
I I Recording Fees (actual cost) I I I 
I I Review Fees ADEO (actual cost) I I I 
I I Title Insurance (actual cost) I I I 

Subtotal: 
(Change-out 12” main vs . 16” main) 

I I Subtotal: I I I 

$1,011,700 1 

Booster StatiodElectrical 
Contingency at 10% (on remaining 

construction only) 
Tax at 7.1% (on booster station only) 

Subtotal - Phase 11: 

TOTAL: 
Phase I is actual cost. 
Phase I1 is estimated cost as of 2-1-13. 
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Figure A - 1. Pima County Map 
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Figure A-2. Certificated Area 
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- - - - - - -  VAIL WATER COMPANY 
SYSTEM SCHEMATIC 
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Interstate Highway 10 
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\ .\ .\ 
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4 

Q I  290,000 

\ - Agassiz Booster Site 

I’ 
Figure A-3. Water System Schematic 



262 I 250 r 

Figure C-1. Water System Use 
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Figure D-1. Water System Growth 
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Table E-1. Water Testing Expense 

Monitoring Cost per 

I I 

Total coliform - 10 samples monthly $20 120 $2,400 

MAP MAP $10,147 MAP - IOCs, Radiochemical, Nitrate, 

Lead & Copper - 20 samples per 3 years $3 3 20 $220 
Nitrite, Asbestos, SOCs, & VOCs 

DDBP - Trihalomethanes - annually $1 10 4 $440 
- Haloacetic Acids - annually $1 15 4 $460 

Total $13,667 

Note: ADEQ’s MAP invoice for the 2012 Calendar Year was $10,147.07 
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Table I- 1. Water Depreciation Rates 

Average Annual 
Service Life Accrual 

(Years) Rate (%) 

NARuc 
Acct. No. Depreciable Plant 

3 04 Structures & Immovements 30 3.33 

NOTE: Acct. 348 - Other Tangible Plant may vary from 5% to 50%. The depreciation rat 
would be set in accordance with the specific capital items in this account. 
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2-inch Turbine 
2-inch Compound 
3-inch Turbine 
3-inch Compound 

Table J- 1. Service Line and Meter Installation Charges 

$830 $1,195 $2,025 I 
$1,660 $830 $2,040 $2,870 

$1,045 $1,820 $2,865 
$2,150 $1,165 $2,604 $3,769 

I/ l-1/2-inch I $675 I $550 I $675 I $1,225 1 

Note: (1) Proposed meter charges based on Staffs estimated typical 
installation charges plus $150 additional charge for meter 
telemetry unit for remote meter reading. 
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EXECUTIVE SUMMARY 
VAIL WATER COMPANY 

DOCKET NO. W-01651B-12-0339 

Mr. LeSueur’s testimony supports the adoption of the Settlement Agreement 
(“Agreement”) proposed by the parties in this case. Mr. LeSueur’s testimony describes the 
settlement process as transparent and productive, and explains why Staff believes the adoption of 
the Agreement is in the public interest. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John LeSueur. I am employed by the Arizona Corporation Commission 

(“Commission”) as an Assistant Director in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Please state your educational background. 

I graduated from the University of Texas School of Law in 2003 with a Juris Doctorate 

and from Brigham Young University in 2000 with a Bachelor’s Degree in Economics. 

Please describe your professional work experience. 

I am a member of the Arizona State Bar. From September 2003 through November 2006, 

I worked as an environment and natural resources attorney for Fennemore Craig. I 

worked on cases involving the Federal Clean Water Act, the Federal Safe Drinlung Water 

Act, and Arizona’s Underground Storage Tank Assurance Fund. 

From January 2007 thru December 2012, I was employed by the Commission as a policy 

advisor for Commissioner Gary Pierce. As policy advisor, I advised Commissioner Pierce 

on all cases and legal matters pending before the Commission. 

In January 2013, I began working in my current capacity as Assistant Division Director 

for the Utilities Division. In my current role, I review submissions that are assigned to the 

Utilities Division, make policy recommendations to the Director, and supervise Staffs 

preparation of testimony and Staff Reports that are submitted for the Commission’s 

consideration. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

11. 

Q. 
A. 

What is the purpose of your testimony in this case? 

My purpose is to explain why Staff supports the adoption of the proposed settlement 

agreement (“Agreement”). My testimony will address the settlement process, provide an 

overview of the Agreement’s provisions, and discuss public interest considerations. 

Did you participate in the settlement discussions that resulted in the Agreement? 

Yes, I did. 

How is your testimony organized? 

My testimony has four sections. Section I is this introduction, Section I1 discusses the 

settlement process, Section III provides an overview of the Agreement, and Section N 

presents Staffs view of the public interest supporting the adoption of the Agreement. 

SETTLEMENT PROCESS 

Please describe the settlement process. 

On June 27, 2012, Vail Water Company (“Vail” or “Company”) filed an application for a 

rate increase with the Commission, The only two parties in this case are Staff and the 

Company; no other parties have applied for intervention. Shortly after the Company filed 

its rebuttal testimony on March 25, 2013, the Company expressed interest in initiating 

settlement discussions as a potential means for resolving the outstanding disputed issues. 

On April 10, 2013, Staff docketed notice that the parties may enter into settlement 

discussions as early as April 16, 2013. Staff met with representatives of the Company on 

April 16,2013, and began the discussions that culminated in the Agreement. 
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Q. 
A. 

111. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

How would you characterize the process? 

I would describe the process as transparent and productive. 

AGREEMENT 

Please describe Sections 1 , 7  and 8 of the Agreement. 

These are boilerplate provisions that Staff routinely includes in the settlement agreements 

it enters into. Section 1 contains the recitals of the Agreement and establishes the 

predicate circumstances. Section 7 sets forth the procedure for the Commission’s eventual 

adoption, modification or rejection of the Agreement, as well as the parties’ rights and 

responsibilities therefrom. Section 8 contains standard miscellaneous provisions. 

Please describe Section 2 of the Agreement. 

I view this Section as the backbone of the Agreement. It sets forth the Company’s test 

year revenue, along with the revenue increase it needs to meet its revenue requirement. It 

also establishes the Company’s fair value rate base at $3,315,108. One of the key issues 

resolved by the parties during the settlement discussions was the appropriate treatment of 

the Central Arizona Project (“CAP”) recharge credits that the Company accumulated since 

its last rate case. The Agreement treats those credits as a component of rate base because 

the Company acquired them with Company revenues, not customer contributions, and 

because the credits are used and useful in the provision of service to its customers. 

Were the Company’s existing CAP recharge credits funded, at least in part, via the 

Company’s CAP Hook-up Fee? 

Yes, they were. 



1 

2 

3 

4 

4 

t 

5 

E 

s 
1c 

11 

1; 

13 

1f 

1: 

I t  

1; 

1E 

1s 

2( 

21 

2; 

Direct Testimony of Joim LeSueur 
Docket No. W-0 165 1B-12-0339 
Page 4 

Q. 

A. 

Q. 

A. 

Is it not Staffs usual recommendation with respect to assets acquired via hook-up 

fees to exclude them from rate base? 

It is. The reason Staff has agreed to different treatment in this case is because the 

Commission specifically ordered that the CAP hook-up fees be treated as revenues in the 

Company’s last rate case (Decision No. 62450). In the last case, Staff recommended that 

the Company’s CAP hook-up fees be treated as a deferred credit, but the Commission 

ordered that they be treated as revenue. Because the Company funded the CAP recharge 

credits with revenue, and not customer contributions, Staff believes it is appropriate to 

include the CAP recharge credits in the calculation of rate base in this case. 

But even if the CAP recharge credits are rate base eligible, are they currently used 

and useful? 

That is an interesting question because it raises the issue of who should pay for the 

transition of the Company from depletable to renewable water supplies. Who benefits 

from the long-term sustainability of the aquifer, current or future customers? Staff 

concludes the answer is both. In fact, even if there were no growth in the Vail service 

area, the Company would still need to use CAP water to comply with the State’s policy of 

reducing the use of groundwater. In order to avoid the potential for discouraging the 

Company from malung reasonable and prudent expenditures in transitioning towards a 

renewable water supply, Staff concludes it is appropriate for the Commission to view the 

Company’s existing CAP recharge credits as used and useful so the Company can 

continue to timely recover the expenses associated with acquiring those credits. 
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Q. 

A. 

Q. 

A. 

Q- 
A. 

With respect to the agreed upon fair value rate base of $3,315,108, has Staff changed 

its recommendation on the excess capacity issue identified in Marlin Scott’s Direct 

Testimony? 

Yes, after reviewing the Rebuttal Testimony of Kara D. Festa, Staff now understands why 

Well #6 is needed for the system operation and demand. Her additional information 

provided clarifications related to, 1) updated well flow data, 2) Well #3’s production can 

only serve the south service area and not the north service area, 3) Well #5’s operation 

also addresses a low pressure area, and 4) all the north service area wells (#5, #6 and #8) 

are needed to provide the high construction water use. Staff concurs with the Company 

that Well #6 is not excess capacity but instead is used and useful in this rate proceeding. 

Has Staff also changed its recommendation on the plant retirement issue identified in 

Marlin Scott’s Direct Testimony? 

Yes, after reviewing the Rebuttal Testimony of Thomas J. Bourassa and his clarification 

of the Company’s response to Staffs Data Request MSJ 4.1, Staff concurs with the 

Company that plant retirements should be shown at $92,956. 

Please describe Section 3. 

Section 3 proposes a 9.1 percent cost of equity for the Company, based on a 100 percent 

common equity capital structure. To place that number in perspective, it is 90 basis points 

below the cost of equity Staff is recommending for Arizona Water (which essentially has a 

50 percent debt / 50 percent equity capital structure) in a settlement agreement Staff has 

signed in Docket No. W-O1445A-12-0348. It is also 145 basis points below the cost of 

equity the Commission recently recognized for Arizona Water in Decision No. 73736. 



1 

2 

3 

4 

5 

6 

5 

8 

S 

1c 

11 

12 

13 

14 

1: 

I t  

17 

1E 

1s 

2c 

21 

22 

2: 

2 L  

2: 

2t 

Direct Testimony of J o m  LeSueur 
Docket No. W-O1651B-12-0339 
Page 6 

Staff concludes that a reason it is appropriate to award Vail a lower cost of equity than 

Arizona Water is due to Vail’s 100 percent equity capital structure. However, Staff 

recognizes that a 9.1 percent cost of equity may not have been achievable outside of a 

settlement agreement. Under the circumstances, Staff concludes that the 9.1 percent cost 

of equity is a significant ratepayer benefit of this Agreement. 

Q- 
A. 

Please describe Section 4. 

I would describe this as the second most important Section of the Agreement. The parties 

agree that the Company should recover the costs it incurs in transitioning from a 

depletable to a renewable water supply via a CAP Surcharge. Since 2000, Vail has been 

recharging its CAP allocation in Marana near the CAP canal at a recharge facility operated 

by Kai Farms. The recharge facility is over 30 miles from Vail’s service area. By the end 

of 2015, Vail intends to begin direct use of its CAP allocation within its service territory. 

It is negotiating a wheeling agreement with the City of Tucson, and submitted for 

Commission review on April 18, 20 13, final plans for the direct use of CAP water within 

its service territory. 

Staff concludes that these efforts are in the public interest. As I stated earlier, Staff 

concludes that the Company’s existing and future ratepayers are benefiting from the 

Company’s efforts to bring renewable CAP water into its service territory. 

Staff recognizes that delivering CAP water into the Company’s service territory is not 

easy, nor is it free. Accordingly, Staff supports the Agreement’s proposal to create a CAP 

Surcharge. The purpose of the CAP Surcharge would be to allow the Company to timely 

and transparently recover its CAP water and delivery costs from its customers. 
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As described in the Proposed Plan of Administration for the CAP Surcharge, which will 

be filed prior to the May 7, 2013 hearing, the CAP Surcharge will include the following 

components: 

Component 1 - Variance from Combined CAP Municipal and Industrial (“M&I”) 

C? - This component is 

based upon variances between the combined CAP M&I capital and CAP delivery 

charges in effect for the applicable year and the combined rates ($105.87 per acre- 

foot) included in base rates. 

Component 2 - Tucson Water Wheeling Fees - This component is based upon the 

fees set forth in the final Wheeling Agreement between Vail and Tucson Water 

and the volume of water delivered to Vail’s service territory as defined by the 

Wheeling Agreement. 

Component 3 - Periodic Unrecovered Recharge Credits - This component applies 

the rate variance calculated in Component 1 to any excess of the total CAP 

allocation (in acre-feet) and the total water wheeled to customers. It is an asset 

that represents the CAP costs included in long term storage credits reserved for 

future use. 

Component 4 - Prior Year Under/(Over) Recovery - This component represents 

the overiunder recovery of the prior year’s costs through the surcharge. 

Component 5 - Long Tern Storage Credit Recovery - This component reflects the 

value of Long Term Storage Credits to be recovered from ratepayers and used to 
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offset CAGRD fees. The amount for recovery from ratepayers is calculated using 

average inventory cost. Vail will provide documentation to support these amounts. 

e Component 6 - Gain on Sale of Long Terrn Storage Credits - This component 

reflects the customers’ share (50 percent) of any profit resulting from the sale of 

Long Term Storage Credits to third parties. 

e Component 7 - Excess Water Loss Disallowance - This component is a 

disallowance of CAP M&I capital and CAP delivery charges based on 

unaccounted for water loss in Vail’s system in excess of 10 percent. If Vail’s 

water loss for the 12 months prior to the date of filing for a new surcharge exceeds 

10 percent, the total amounts of the other components will be reduced by the 

percentage that water loss is in excess of 10 percent. 

Q. 
A. 

Q. 
A. 

Please describe Section 5. 

Section 5 states that the Company agrees to Staffs proposed rate design, which is Staffs 

typical rate design that it routinely proposes in water utility rate cases pending before the 

Commission. Staffs proposed rates are designed to recover almost 37 percent of revenue 

from the monthly minimum, and just over 63 percent of revenue from the commodity rate. 

Please describe Section 6. 

The Company retains management services from TEM Corp. This Section requires the 

Company to obtain time sheets from TEM Corp. to support the management fees 

requested for recovery in future rate cases. Staff concludes that this sufficiently resolves 

all issues raised in this case regarding management expenses. 
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The Section also proposes that the Company’s CAP Hook Up Fee Tariff be eliminated as 

CAP water and delivery costs will be recovered, as I discussed above, in the base rate and 

via the CAP Surcharge. 

Q. 
A. 

IV. 

Q. 
A. 

Are there any outstanding issues in this case not addressed by the Agreement? 

The parties intended the Agreement to be a global settlement of the issues raised in this 

case. During the pre-hearing conference on May 2, 2013, however, the Administrative 

Law Judge asked whether the Company had agreed to Staffs recommendation that it 

adopt at least five Best Management Practices (“BMPs”) in the form of tariffs that 

substantially conform to the templates created by Staff for Commission review and 

consideration. Although it is not explicitly stated in the Agreement, Staff has confirmed 

that the Company will accept Staffs recommendation. 

PUBLIC INTEREST 

Please explain why Staff believes adoption of the Agreement is in the public interest. 

Staff believes adoption of the Agreement is in the public interest for the following 

reasons: 

1. The Agreement contains a 9.1 percent cost of equity, which Staff believes is 

balanced in favor of minimizing rates for ratepayers; 

2. The Agreement fairly resolves a potentially litigious issue concerning the 

treatment of the Company’s existing CAP recharge credits; and 

The Agreement provides for timely and transparent recovery of the costs incurred 

in bringing renewable CAP water into the Company’s service territory and thereby 

reducing Vail’s reliance on groundwater. 

3. 
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Q. 

A. Yes. 

Does this conclude your testimony? 
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